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PROGRAMME  OF  THE  ANNUAL  MEETING  HELD  AT 
OTTAWA,  ONTARIO,  MAY  27-29,  1931 


Wednesday,  May  27 

8.00  p.m.  Meeting  of  the  Executive  Committee. 

Thursday,  May  28 

9.30  a.m.  Registration. 

10.00  a.m.  Morning  Session 

Presiding  Officer:  0.  D.  Skelton,  Department  of 
External  Affairs,  and  Tom  Moore,  Canadian 
Trades  and  Labor  Congress. 

General  Topic:  Unemployment. 

Papers:  Leonard  C.  Marsh,  McGill  University; 
Bryce  M.  Stewart,  Industrial  Relations  Coun¬ 
sellors,  New  York.. 

Discussion:  H.  A.  Logan,  University  of  Western 
Ontario;  H.  M.  Cassidy,  University  of  To¬ 
ronto. 

1.00  p.m.  Luncheon  and  Address  of  Welcome  for  Members 
of  the  Association  given  by  the  Right  Honourable 
R.  B.  Bennett  a.t  the  Chauteau  Laurier. 

2.45  p.m.  Afternoon  Session 

Presiding  Officer:  H.  M.  Tory,  National  Research 
Council. 

General  Topic:  Business  Forecasting. 

Paper:  L.  D.  Edie,  Capital  Research  Corpora¬ 
tion,  New  York. 

Discussion :  D.  M.  Marvin,  Royal  Bank  of  Cana¬ 
da;  G.  E.  Jackson,  University  of  Toronto; 
H.  Michell,  McMaster  University. 

8.00  p.m.  Evening  Session 

Presidential  Address:  O.  D.  Skelton,  Department 
of  External  Affairs. 


9.00  p.m.  Presiding  Officer:  0.  D.  Skelton,  Department  of 
External  Affairs. 

General  Topic:  Gold  and  Prices. 

Paper:  W.  A.  Mackintosh,  Queen’s  University. 

Discussion:  S.  R.  Noble,  Royal  Bank  of  Canada; 
G.  G.  Coote,  M.P. 

Friday,  May  29 

9.00  a.m.  Business  Meeting — Reports  of  Officers,  Commit¬ 
tees,  etc. 

10.00  a.m.  Morning  Session 

Presiding  Officer:  H.  A.  Innis,  University  of  To¬ 
ronto. 

General  Topic:  Present  Trends  in  Canadian  Agri¬ 
culture. 

Papers :  T.  W.  Grindley,  Dominion  Bureau  of  Sta¬ 
tistics;  J.  E.  Lattimer,  Macdonald  College;  R. 
W.  Murchie,  Manitoba  Agricultural  College; 
J.  F.  Booth,  Department  of  Agriculture, 
Ottawa. 

Discussion:  H.  C.  Bois,  Department  of  Agricul¬ 
ture,  Quebec1;  W.  M.  Drummond,  University 
of  Toronto;  R.  McQueen,  University  of  Sas¬ 
katchewan. 

2.30  p.m.  Afternoon  Session 

Presiding  Officer:  D.  A.  MacGibbon,  Board  of 
Grain  Commissioners. 

General  Topic:  Canadian  Economic  History. 

Papers:  H.  A.  Innis,  University  of  Toronto;  H. 
R.  Kemp,  University  of  Toronto. 

Discussion:  W.  A.  Mackintosh,  Queen’s  Univer¬ 
sity;  N.  McL.  Rogers,  Queen’s  University; 
P.  Reading,  Southam  Publishing  Co. 

8.00  p.m.  Evening  Session 

Presiding  Officer:  O.  D.  Skelton,  Department  of 
External  Affairs. 

General  Topic:  Dominion-Provincial  Relations. 

Papers:  N.  McL.  Rogers,  Queen’s  University;  F. 
R.  Scott,  McGill  University;  J.  S.  Ewart, 
Ottawa. 


1  No  manuscript  submitted. 


According  to  its  Constitution,  the  object  of  the 
Canadian  Political  Science  Association  is  the  “en¬ 
couragement  of  the  investigation  and  study  of  Poli¬ 
tical,  Economic  and  Social  Problems”.  When  first 
organized  it  was  called  a  Political  Science  Association 
because  it  was  intended  to  promote  the  discussion  of 
all  matters  of  public  policy  which  may  become  mat¬ 
ters  for  political  action,  not  because  it  was  to  be  con¬ 
cerned  solely  with  the  science  of  government.  In 
Canada,  those  matters  of  public  policy  are  as  yet 
mainly  economic  and  therefore  economic  topics  pre¬ 
dominate  in  the  programmes  of  the  annual  meetings 
of  the  association.  It  strives  to  provide  for  the  dis¬ 
cussion  of  national  problems  by  all  who  are  in  any 
way  qualified  to  deal  with  them.  Its  membership 
contains  all  shades  of  economic  opinion,  and  is  not 
confined  to  professional  economists,  political  scien¬ 
tists  or  sociologists  but  is  open  to  all  persons  inter¬ 
ested  in  the  objects  it  seeks  to  promote.  Obviously, 
the  Association  assumes  no  responsibility  for  the 
opinions  expressed  at  its  meetings. 


ADDRESS  OF  WELCOME1 


RT.  HON.  R.  B.  BENNETT 
Prime  Minister  of  Canada 

[ABSTRACT] 

In  welcoming  his  guests  the  Prime  Minister  spoke  of 
the  work  waiting  to  be  done  in  the  field  of  the  social 
sciences  in  Canada,  and  outlined  his  view  of  the  relative 
roles  of  the  economist  and  the  statesman  in  the  public  life 
of  the  country.  The  economist  could  explore  unhampered 
and  at  leisure  the  possibilities  of  policy;  he  should  be  able 
to  anticipate  its  probable  effects  and  from  his  study  of 
causal  connections,  should  be  in  a  position  to  give  valu¬ 
able  assistance  to  the  statesman,  whose  task  of  translating 
precept  into  practice  was  complicated  by  the  constant 
necessity  of  reconciling  and  adjusting  divergent  interests. 
A  striking  example  in  our  Canadian  experience  of  a  poli¬ 
tical  problem  which  would  require  the  continuous  thought 
of  trained  minds  was  the  question  of  transportation  by 
rail,  water  and  air.  In  working  out  an  integrated  national 
transportation  policy  based  on  the  needs  of  the  country 
and  taking  into  account  technological  changes  in  the  means 
and  media  of  transport  the  government  would  need  the 
expert  advice  of  economist  and  engineer. 

Taking  as  his  text  a  latter  day  parable  of  the  folly 
of  “keeping  up  with  the  Jones’s”,  the  Prime  Minister 
spoke  of  Canada  as  still,  essentially,  a  frontier  country 
with  her  way  to  make  in  the  world.  It  would  be  idle  to 
emulate  metropolitan  comfort  on  our  economic  frontier. 
Later  generations  might  enjoy  the  amenities  of  life  but 
our  task  was  still  that  of  the  pioneer,  a  great  constructive 
task  of  building  up  a  great  nation. 


1  On  Thursday,  May  29,  The  Right  Honourable  R.  B.  Bennett 
honoured  the  Association  by  entertaining  its  members  at  lunch  in  the 
Chateau  Laurier.  The  president  of  the  Association  presided  at  the 
luncheon.  Professor  G.  E.  Jackson  voiced  the  Association’s  high 
appreciation  of  the  Prime  Minister’s  courtesy  and  of  his  interest  in 
its  work. 
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Few  countries  have  faced  economic  problems  relative¬ 
ly  greater  than  those  met  by  Canada  in  the  years  of  her 
existence.  In  the  future,  however,  the  endeavour  of  the 
Canadian  Political  Science  Association  should  be  to  make 
clearer  the  means  of  meeting  those  problems.  In  such  a 
way  the  Association  should  be  of  great  betiefit  to  the  na¬ 
tional  life  of  Canada. 


PAPERS  AND  DISCUSSIONS 


THE  MOBILITY  OF  LABOUR  IN  RELATION  TO 
UNEMPLOYMENT 

LEONARD  C.  MARSH 

The  mobility  of  labour  as  between  countries,  the  question 
of  immigration,  in  other  words,  is  of  course  frequently  dis¬ 
cussed  in  relation  to  unemployment.  This,  however,  is  less 
true  of  the  mobility  of  labour  within  countries.  It  would  be 
too  much  to  claim  originality  in  discussing  this  as  a  significant 
factor  in  the  complex  problem  of  unemployment.  But  it  is 
possible  to  say,  I  think,  that  in  relation  to  the  amount  of  dis¬ 
cussion  there  has  been  of  so  many  other  parts  of  the  unem¬ 
ployment  problem  of  the  post-war  world,  that  this  particular 
aspect  has  not  received  the  attention  it  deserves.  We  have  to 
give  it  very  little  more  than  superficial  consideration  to  dis¬ 
cover  at  least  three  needs.  (1)  There  is  need  for  more  clarity 
and  definition  in  the  use  of  the  concept.  “Mobility  of  labour” 
and  “labour-mobility”  are  much-used  terms,  and  as  with  so 
many  others  in  economics,  much-used  is  almost  synomynous 
with  much-abused.  (2)  We  need  more  quantitative  knowledge 
of  the  amount  of  the  various  types  of  movement  which  actu¬ 
ally  takes  place.  And  it  is  important  to  try  to  understand  (3) 
the  nature  of  their  relation  to  unemployment — relations  which 
may  well  be  different  for  different  countries  or  economic  areas, 
and  for  different  economic  activities.  I  cannot  claim  to  be 
able  to  meet  all  these  needs  in  this  paper,  but  only  to  offer 
some  suggestions  on  three  subjects;  (a)  definition  of  the  con¬ 
cept;  (b)  desirable  and  undesirable  mobility;  and  (c)  the 
relation  of  mobility  to  some  of  the  special  problems  of  un¬ 
employment  in  Canada. 

The  discussion  or  rather  the  assumption  of  mobility  of 
labour  is  of  course  practically  as  old  as  economic  theory  itself. 
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classical  economics  was  based1  in  greater  or  less  degree  on 
the  assumption  that  labour  equally  with  other  agents  of  pro¬ 
duction  had  the  opportunity,  the  ability  and  the  will  to  move. 
Or,  more  fairly,  it  aimed  at  showing  only  what  the  situation 
would  be  if  labour  were  entirely  mobile  in  this  sense,  and  if 
“frictional  factors,”  obstacles  to  mobility,  were  absent.  It 
was  not  difficult,  on  this  hypothesis,  to  demonstrate  that  each 
occupation  and  industry  secured  only  the  numbers  it  required. 
But  the  fact  that  the  exposition  of  normal  value  or  long-period 
price  theory  did  not  call  for  the  development  of  the  concept 
of  mobility  meant  essentially  that  there  was  no  place  for  mat¬ 
ters  which  constitute  the  very  texture  of  the  unemployment 
problem  of  today. 

Whether  for  purposes  of  exposition,  or  whether  in  factual 
error,  however,  simplifying  the  economic  system  leaves  too 
many  of  its  realistic  problems  behind.  If  labour  is  regarded 
as  homogeneous,  as  units  rather  than  individuals  with  differ¬ 
ences  of  ability  and  adaptability,  then  of  course  there  is  no 
problem  of  the  selection  of  jobs  or  the  selection  of  men;  we 
do  not  have  to  consider  the  effect  of  age,  training,  education, 
nationality,  etc.,  upon  adjustment.  If  our  objective  is  the 
long-period  conclusion,  the  result  “when  forces  have  worked 
themselves  out,”  we  are  not  concerned  with  the  immediate, 
short-period  consequences  of  the  growth  or  decline  of  indus¬ 
tries,  with  the  changes  of  their  content  and  technique,  or  the 
substitutions  which  are  continually  taking  place,  between 
labour  and  new  forms  of  capital  equipment,  among  classes  of 
labour,  and  between  “organization”  and  all  of  them. 

Unemployment,  however,  is  very  much  a  matter  of  what 
for  classical  economics  would  have  been  the  “short  period. 
It  is  a  problem  of  the  functioning  of  the  whole  economic  sys¬ 
tem,  the  problem  of  what  happens  whilst  that  system,  nation¬ 
ally  and  internationally,  is  attaining  equilibrium— or  rather 
trying  to  attain  it.  The  system  does  function,  as  every  econo- 


i  At  least  so  far  as  internal  adjustment  was  concerned.  The  em¬ 
phasis  in  classical  economics  on  the  different  theory  needed  for  inter¬ 
national  trade  because  of  the  immobility  of  labour  between  countries,  is 
but  an  additional  indication  of  the  general  acceptance  of  internal  labour 
mobility. 
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mist  is  called  upon  at  some  time  or  other  to  point  out,  but 
it  also  creaks.  And  some  of  those  creaks  are  the  various  types 
of  unemployment — unemployment  in  seasonal  industries, 
casual  and  irregular  employments,  “technological”  unemploy¬ 
ment,  and  cyclical  depression.  The  problem  of  the  wage- 
earner  is  to  obtain,  and  to  keep,  a  secure  position  as  a  part 
of  the  national  working  force  which  that  system  employs; 
and  it  is  not  a  problem  which  is  present  only  when  the  system 
is  not  working  well;  that  is,  when  “trade  is  bad.”  Industry, 
especially  in  new  countries,  is  dynamic,  its  trends  and  require¬ 
ments  change,  while  most  of  the  working-force  is  relatively 
specialized.  Apart  altogether  from  the  fluctuations  of  in¬ 
dustry,  there  is  the  problem  of  workers  displaced  as  a  result 
of  new  economic  developments.  And  there  is  the  basic  prob¬ 
lem  of  the  adjustment,  by  placement  and  direction,  of  new¬ 
comers,  young  entrants  from  school,  in  all  countries,  and  im¬ 
migrants  in  addition,  in  new  countries. 

It  is  clear,  when  we  view  the  situation  in  this  light,  that 
the  economic  aspects  of  the  problem  of  mobility  are  complex. 
Yet  it  is  common  to  find  the  mobility  of  labour  regarded  as  a 
satisfactory  feature  without  much  analysis  of  what  type  or 
degree  of  mobility  is  desirable.  And  the  mobility  of  labour  in 
different  countries,  especially  “new”  and  “old”  countries,  is 
often  compared  without  taking  account  of  all  the  factors  in¬ 
volved.  But  some  attempt  at  distinction  and  definition  is 
necessary  before  these  matters  can  be  discussed  with  profit. 

We  can  begin  by  distinguishing  three  types  of  labour 
mobility — geographical,  occupational,  and  industrial. 

(a)  Geographical  mobility  we  may  define  as  the  ability 
and  willingness  to  move  from  one  place  to  another — to  travel 
appreciable  distances  for  employment.  It  is  the  type  of 
mobility  most  frequently  discussed,  and  the  type  most  usually 
implied  when  no  qualifying  adjective  is  attached. 

The  degree  of  geographical  mobility  characterising  par¬ 
ticular  workers  depends  on  the  strength  or  weakness  of  two 
classes  of  obstacles  to  ready  movement.  There  are  personal 
or  psychological  factors,  such  as  age,  sex,  and  marital  status, 
the  lack  of  accurate  knowledge  of  employment  opportunities, 
living  and  working  standards,  the  unwillingness  of  the 
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married  wage-earner  to  leave  his  family,  the  attachments  or 
“connections”  formed  in  particular  localities,  and  so  on.  And 
there  are  more  specifically  economic  factors,  particularly  the 
cost  of  travelling,  the  extra  expenses  of  living  for  a  family 
in  which  one  or  more  members  live  regularly  or  for  a  con¬ 
siderable  period  in  separate  localities,  and  sometimes,  the 
actual  differences  in  living  or  working  conditions  in  the  region 
in  which  labour  is  required.  Certainly  in  older  countries,  and 
in  the  more  industrialized  parts  of  newer  countries,  the  im¬ 
portance  of  these  matters  is  such  as  to  make  it  better  to  take 
immobility  rather  than  mobility  as  our  first  assumption. 

(b)  Occupational  mobility,  or  the  ability  and  willing¬ 
ness  to  change  from  one  occupation  to  another,  although  it 
may  also  involve  movement  between  places,  involves  a  differ¬ 
ent  set  of  considerations.  If  geographical  mobility  relates  to 
the  spatial  aspect,  occupational  mobility  relates  to  the  adapt¬ 
ability  of  the  members  of  the  working-force. 

Occupational  mobility  as  thus  defined  is,  from  the  point 
of  view  of  the  individual,  a  function  of  inherent  or  inherited 
qualities,  economic  opportunity,  and  education  and  training 
received.  It  is  of  course  also  a  function  of  the  complexity 
of  the  modern  division-of -labour  economy.  Generally  speak¬ 
ing,  we  can  assume  even  in  newer  countries  that  a  large  part 
of  the  working-force,  certainly  the  “skilled  crafts,”  for  in¬ 
stance,  are  specialized  in  occupational  ability.  And  this 
means — once  again,  as  our  first  assumption,  at  least — a  large 
degree  of  non-adaptability. 

Mobility  of  this  type  is,  as  a  matter  of  fact,  most  evident 
only  at  the  two  extremes  of  quality  or  economic  value,  which¬ 
ever  we  prefer  to  call  it,  of  the  labour-force.  At  the  top,  in 
the  professional,  academic,  managerial,  and  entrepreneurial 
classes,  we  find  the  greatest  degree  of  occupational,  and  also 
geographical,  mobility.  We  cannot  afford  to  be  dogmatic  as 
to  the  explanation.  We  must  allow  for  the  “vertical  mobility” 
— the  rise  of  able,  and  presumably  adaptable,  men  from  lower 
to  higher  levels  in  the  economic  strata — which  takes  place; 
and  it  must  be  remembered  that,  at  the  top,  education,  the 
possession  of  financial  resources,  and  the  relative  scarcity  of 
men  for  the  responsible  posts  at  the  higher  economic  levels, 
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encourage  mobility.  The  point  that  concerns  us  at  the  moment 
is  that  here  we  have  the  types  and  circumstances  of  mobility 
which  reduce  considerably  the  chances  of  unemployment. 

And  comparison  with  the  mobility  at  the  lower  ends  of 
the  scale  is  instructive.  If  at  the  top  we  find  men  equally 
successful  as  civil  servants,  economics  lecturers,  company 
directors,  bankers,  and  what  not,  at  the  bottom  we  find  the 
men  who  "will  turn  their  hand  to  anything”  and  the  men  who 
are  mobile  because  of  the  lack  of  abilities  or  advantages.  The 
jack-of-all-trades  here  is  likely  to  be  master  of  none;  the 
differences  in  the  work  in  different  occupations  he  is  able  to 
perform  may  be  so  relatively  small  as  hardly  to  constitute 
occupational  mobility  at  all.  The  mobility  of  this  type  indi¬ 
cates  really  too  great  a  lack  of  specialization;  it  is  the  mo¬ 
bility,  often  excessive  mobility,  that  we  find  co-related  with 
poor  earnings  and  irregularity,  unemployment  and  underem¬ 
ployment.  No  one  familiar  with  the  category  “general  labour” 
needs  to  be  reminded  of  the  problem  which  those  who  fall 
into  this  class  constitute. 

(c)  The  distinction  between  movement  between  places 
and  movement  between  occupations  is  the  most  important 
one  to  make  in  the  interests  of  clarity.  For  some  purposes, 
however,  it  is  desirable  to  distinguish  a  third,  which  we  may 
call  industrial  mobility,  movement  from  a  certain  occupation 
in  one  industry  to  the  same  or  a  very  similar  occupation  in 
another  industry.  The  distinction  is  in  line  with  that  recog¬ 
nized  in  census  classifications,  where  occupations  are  dis¬ 
tinguished  by  the  type  of  work  or  operations  performed,  and 
industries  by  the  product  dealt  in  or  produced. 

Mobility  of  this  type  is  a  function  of  the  character  of  in¬ 
dustry  itself :  it  depends  on  the  extent  to  which  industries 
producing  different  products  employ  the  same  kinds  of  labour, 
or  call  for  the  same  processes  at  some  stage  or  stages  of  pro¬ 
duction.  As  an  example  of  the  first,  clerical  workers  have 
always  had  a  relatively  high  degree  of  industrial  mobility,  a 
fact  sometimes  forgotten  when,  for  example,  the  limited  ex¬ 
tent  of  women’s  occupations  is  referred  to.  Modern  trends  in 
the  mechanization  of  industry,  however,  are  very  consider¬ 
ably  increasing  the  scope  of  industrial  mobility  for  a  large 
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body  of  wage-earners.  Extension  of  the  subdivision  and  the 
standardization  of  processes  is  a  feature  of  every  industry 
adapted,  or  adapting  itself,  to  mass-production.  It  increases 
occupational  mobility  insofar  as  it  increases  the  number  of 
processes  or  “jobs”  which  are  easily  learnt  in  a  short  period. 
But  it  increases  the  industrial  mobility  of  labour  even  more. 
To  take  an  outstanding  example,  machine-tools  are  the  basic 
instruments  of  the  larger  proportion  of  modern  industries 
which  handle  metals,  and  the  machine-tool  worker  has  a  cor¬ 
respondingly  wide  field  in  which  he  may  find  employment.2 

Enough  has  now  been  said  to  indicate  that  for  economic 
analysis,  the  term  “mobility”  means  nothing  without  qualifica¬ 
tions  as  to  type  and  extent.  Even  when  we  have  distinguished 
types,  it  is  necessary  to  remember  that  it  is  possible  to  have 
too  much  as  well  as  too  little  mobility,  to  have  excessive  fluid¬ 
ity  or  instability,  as  well  as  undesirable  immobility.  Para¬ 
doxical  as  it  may  perhaps  sound,  the  most  desirable  degree  of 
mobility  of  labour  is  surely  that  which  secures  adjustment  of 
the  working-force  to  economic  needs  with  the  least  amount 
of  movement.  Economic  mobility  in  general  has  been  defined 
as  “the  power  of  spontaneous  reaction  to  changed  economic 
conditions  and  internal  modification,  and  rearrangement  to 
meet  them.”3  So  far  as  labour  is  concerned,  the  degree  to 
which  we  can  rely  on  spontaneous  adjustment  is  a  decision  of 
very  direct  relevance  to  policies  of  action  to  meet  the  unem¬ 
ployment  problem.  And  in  general  our  presumption  must  be 
that  that  degree  is  small.  Otherwise,  however,  this  concept  of 
desirable  labour  mobility  accords  with  the  general  definition 
here  given.  But  evidence  of  considerable  movement,  especial¬ 
ly  geographical  movement,  by  itself  does  not  indicate  that 
such  adjustment  is  most  effectively  achieved. 

Certain  kinds  of  mobility  gain  very  general  approbation. 
Firstly,  movement  the  aim  or  result  of  which  is  to  get  better 
jobs  is  generally  regarded  as  desirable.  But  it  would  be  a 


2  It  may  be  noted  that  the  policy  of  reserving  public  works  for 
times  of  depression  constitutes,  for  building  workers  normally  employed 
by  private  contractors,  a  special  case  of  organized  industrial  mobility. 

3  Committee  on  Industry  and  Trade  (Balfour  Committee)  Great 
Britain,  1924-30,  Final  Report,  1930,  p.  235. 
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great  mistake  to  assume  that  such  movement  always  secures 
a  better  job.  The  same  considerations  apply  to  the  mobility 
of  the  man  who  has  become  unemployed,  or  perhaps  of  the 
immigrant  who  is  seeking  employment.  We  may  see  desirable 
qualities — independence,  self-help,  and  “grit” — in  active 
search  for  work.  But  we  need  to  know  more  of  its  results  in 
practice,  and  of  how  successful  it  usually  proves.  And  we 
have  to  ask  whether  organized  assistance  adapted  to  the  prob¬ 
lem  may  not  make  such  mobility  more  effective.  On  this  con¬ 
tinent  at  least,  our  statistical  knowledge  of  these  processes  is 
still  meagre.  A  few  studies  have  been  made  of  the  results 
when  new  work  is  sought  by  workers  who  have  lost  their 
regular  jobs,  but  they  are  not  sufficient  for  general  conclu¬ 
sions.4  They  do  suggest,  however,  that  the  sort  of  quantitative 
estimate  we  should  have  in  mind  in  the  case  of  workers  seek¬ 
ing  new  jobs  without  organized  assistance  is  that,  even  in 
favourable  times,  certainly  less  than  half  of  them  Will  secure 
work  not  so  good  as  their  former  employment. 

There  are  two  other  types  of  mobility  whose  desirability 
is  more  certain.  The  first  of  these  is  movement  to  meet  the 
special  seasonal  character  of  economic  activity  in  certain 
countries,  among  which  Canada  is  an  outstanding  example. 
Not  only  is  there  the  problem  of  summer  harvesting  in  the 
agricultural  areas :  the  exigencies  of  winter  freezing  and 
snows,  and  spring  activity,  of  particular  importance  in  the 
cities,  also  have  to  be  met.  Until  a  few  years  ago,  harvesting 
requirements  commonly  led  thousands  of  men,  whose  work 
was  not  agricultural  the  whole  year  round,  to  travel  hundreds 
and  possibly  thousands  of  miles,  for  such  employment.  And 
the  cessation  or  slackening  of  winter  activity  in  many  fields 
continues  to  lead  many  hundreds  to  seek  other  work,  or  to 
move  to  other  centres,  for  part  of  the  year.  The  details  of 
these  problems,  and  such  changes  as  have  occurred,  call  for 
further  consideration.  But  there  is  no  doubt  that  they  form  a 


4  Vide,  R.  J.  Myers,  “Occupational  Readjustment  of  Displaced 
Skilled  Workmen,”  Journal  of  Political  Economy,  Vol.  XXXVI  (August, 
1929),  p.  473:  E.  Clague  and  W.  J.  Couper,  “Readjustment  of  Workers 
Displaced  by  Plant  Shutdowns.”  Quarterly  Journal  of  Economics,  Vol. 
XLV  (February,  1931),  p.  309. 
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major  part  of  the  unemployment  problem  in  Canada!,  in 
normal  times  at  least,  and  that  its  solution  depends  to  a  con¬ 
siderable  degree  on  both  geographical  and  occupational  mo¬ 
bility,  and  its  promotion  by  organized  means. 

The  other  is  the  mobility  needed  to  meet  changes  in  in¬ 
dustrial  technique  and  industrial  location.  The  theoretical 
answer  to  the  problem  of  “technological  unemployment”  is  a 
familiar  enough  field  today,  if  the  practical  organization  to 
which  it  points  is  not.  Workers  are  displaced  as  a  result  of 
the  adoption  of  new  or  greater  mechanical  equipment;  of 
economies  effected  from  larger  scale  organization  or  from 
greater  speed  of  working;  of  the  closing-down  of  the  less  effi¬ 
cient  concerns.  They  may  be  reabsorbed  by  the  industries 
concerned,  the  extent  to  which  this  will  happen,  and  the  time 
it  will  take,  depending  on  the  elasticity  of  demand  for  the 
products  of  these  and  related  industries.  But,  so  far  at  least, 
we  are  justified  in  regarding  the  chances  of  their  reabsorption 
at  their  former  work  as  small.  And  if  so,  the  problem  of 
their  resecuring  employment  is,  once  again,  one  of  occupa¬ 
tional  and  often  geographical  mobility,  and  the  best  methods 
of  assisting  it.5 6 

The  problem  of  technical  advance  is  by  no  means  confined 
to  the  manufacturing  industry,  though  it  is  in  this  field  that 
“technological  unemployment”  has  figured  most  acutely  in 
the  United  States.  Improved  technique,  if  it  has  assisted 
the  solution  of  some  problems,  has  also  raised  new  ones. 
The  need,  either  for  less  or  for  different  types  of,  workers 
which  is  the  immediate  concomitant  of  such  improvements, 
has  affected  the  labour  markets  of  the  construction  industry, 
transportation,  and  agriculture  as  well.  Advances  in  the  art 
of  building  and  construction,  if  they  have  increased  the  pos¬ 
sibilities  of  overcoming  winter  slackness,  and  widened  the 
field  of  employment  for  certain  types  of  semi-skilled  labour, 
have  also  for  practical  purposes  rendered  a  large  part  of  the 
training  of  many  of  the  more  highly-skilled  craftsmen  super- 


5  For  the  best  available  study  of  the  range  and  character  of  work 
secured  by  displaced  workers  in  the  United  States,  see  Isador  Lubin, 

The  Absorption  of  Workers  in  American  Industry  (Washington:  Brook¬ 
ings  Institute,  Pamphlet  Series,  1929). 
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fluous.  If  changes  in  railway  technique  have  not  been  so 
striking,  developments  in  commercial  and  private  road  trans¬ 
port  with  their  accompanying  demands  for  drivers,  gas  sta¬ 
tions,  repair  shops,  the  growth  of  tourist  agencies  and  so  on, 
have  surely  been  recent  enough  to  have  called  for  a  high  de¬ 
gree  of  occupational  mobility,  possibly  to  have  called  for  it  in 
excess.  On  a  proportionate  basis,  the  changes  of  greatest 
significance  in  Canada  have  been  those  in  agriculture,  the  ex¬ 
tension  of  large  scale  farming  and  the  use  of  the  tractor 
and  the  combine  reaper,  with  the  consequent  decline  in  the 
number  of  men  required.  In  the  United  States,  the  effects, 
measured  absolutely,  have  been  immensely  greater,  but  it  is 
doubtful  if  they  constitute  proportionately  so  great  a  problem. 

Changes  in  relatively  old  industries,  and  the  rise  of  new, 
the  related  feature  to  technical  change,  may  involve  the  need 
for  changes  in  the  location  of  a  country’s  working  personnel 
as  well.  An  alteration  in  the  balance  between  “agriculture” 
and  “industry,”  of  course,  is  a  major  example  of  this  im¬ 
portant  type  of  change.  But  perhaps  the  best  example  in  this 
field  is  that  of  Great  Britain.  Because  here  the  problem  of 
geographical  and  occupational  transference  is  complicated 
not  only  by  the  fact  that  important  industries  have  been  over- 
expanded  in  the  first  place,  by  abnormal  war-time  conditions, 
or  have  failed  adequately  to  reduce  their  labour-force  in  the 
face  of  changes  in  the  distribution  of  world  trade:  it  is  pos¬ 
sible  here  also  to  point  to  certain  specific  obstacles  (such  as 
rigid  wage  rates  or  occupational  demarcations)  which  in  the 
absence  of  measures  to  meet  them,  prevent  mobility  and  rapid 
adjustment.  The  experience  of  both  Great  Britain  and  the 
United  States,  however,  supports  one  important  consideration. 
When  changes  occur  relatively  gradually  and  over  long 
periods,  adjustment  without  a  persistent  and  large  volume  of 
unemployment  is  not  so  difficult.  The  adjustment  may  not 
even  be  made  by  the  same  individuals.  Adaptation,  involv¬ 
ing  geographical  and  occupational  movement,  but  occurring 
through  the  direction  of  new  generations  to  new  work,  and 
checking  recruitment  to  old  as  the  existing  working-force  re¬ 
tires  or  dies,  has  always  taken  place,  and  is  indeed  taking  place 
today,  but  gradually.  It  is  when  changes  are  occurring  rap- 
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idly  and  over  a  relatively  short  period,  that  a  high  degree  of 
mobility  is  called  for,  and  that  unemployment  is  acute  unless 
this  mobility  exists  or  is  promoted. 

This  by  no  means  exhausts  the  types  of  mobility  we  find 
in  actual  practice.  If  there  are  some  to  be  approved,  there 
are  others  to  be  singled  out  in  which  the  balance  is  definitely 
against  their  desirability.  First  among  these  is  surely  move¬ 
ment  in  search  of  work  without  any  contact  with  organized 
knowledge  or  placement  agencies.  Movement  in  these  cir¬ 
cumstances  is  likely  not  only  to  be  ineffective, — wasteful  of 
time,  energy,  and  financial  resources — but  discouraging  and, 
if  it  is  long  continued,  leading  to  deterioration  of  economic 
quality.  There  is  no  need  here  to  emphasize  the  importance 
of  a  co-ordinated  system  of  employment  exchanges.  They  are 
fundamental  for  regulating  geographical  mobility,  and  as 
agencies  to  assist  the  promotion  of  other  types  of  mobility. 
Their  battle,  won  in  Great  Britain  before  the  war,  has  been 
won  in  Canada  since.  But  they  are  still  not  used  sufficiently 
by  many,  both  workers  and  employers;  and  everything  which 
can  be  done  to  extend  their  scope  and  to  assist  them  to  in¬ 
crease  their  efficiency  is  a  step  towards  reducing  some  part  of 
unemployment,  that  part  which  is  due  to  time  lost  between 
jobs,  and  non-direction  to  the  places  in  which  work  is  avail¬ 
able. 

Of  a  different  type,  though  in  a  sense  the  extreme  case 
of  unco-ordinated  and  non-directed  mobility,  are  the  migrant 
irregular  workers,  including  the  “transient”  and  the  “hobo,” 
well-known  in  the  lower  strata  of  the  unemployed,  though 
particularly  in  the  newer  countries  and  where  distances  be¬ 
tween  cities  are  great.  It  is  possible  to  draw  a  distinction 
between  the  migrant  irregular  worker  and  the  casual  of  the 
cities.  The  former  moves  continuously  from  place  to  place, 
securing  jobs  which  last  only  for  weeks  or  months.  The 
casual  moves  within  smaller  limits  and  his  jobs  are  often 
measured  only  by  days  or  even  hours.  Both  types,  however, 
are  clear  evidence  that  we  can  have  too  great  a  degree  of 
mobility,  and  that  mobility  does  not  necessarily  mean  economic 
improvement.  Whatever  may  be  the  beginning,  there  is  little 
doubt  that  such  mobility  in  the  more  extreme  cases  has  in  it 
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all  the  possibilities  of  deterioration  of  industrial  quality  and 
the  loss  of  the  habit  of  settled  work,  which  come  with  the 
failure  to  find  a  regular  job.  The  extension  or  cheapening  of 
transport  facilities  is  often  approved  uncritically  as  desirable. 
Provided  that  it  facilitates  organized  and  informed  movement, 
it  undoubtedly  is.  But,  so  far  as  the  problem  of  the  migratory 
irregular  worker  is  concerned,  this  may  actually  be  intensi¬ 
fied  by  easier  transport  facilities.  The  cheap  automobile, 
which  has  increased  so  greatly  the  geographical  mobility  of 
large  sections  of  American  workers,  has  also  produced  the 
“gasoline  gypsy”  who  is  the  despair  of  constructive  charitable 
agencies.  The  railways,  so  far  at  least  as  the  possibilities  of 
“train- jumping”  and  the  “side-car  pullman  service”  of  the 
freight  trains  are  concerned,  may  well  make  travel  too  easy. 
Train  officials  are  not  usually  hard-hearted.  Yet  it  is  difficult 
to  separate  the  casual  from  the  man  able  and  anxious  to 
undertake  regular  work.  And  while  every  train  carries  its 
load  of  migratory  workers,  this  applies  to  trains  going  all 
ways.6 

There  is  another  well-known  type  of  movement  related 
to  the  above,  which  far  from  being  mobility  turned  to  good 
account,  is  a  problem  which  has  not  yet  been  solved  in  any 
really  satisfactory  manner.  This  is  the  movement  of  unem¬ 
ployed  men  into  the  larger  cities  in  times  of  seasonal  slack¬ 
ness  and  trade  depression.  It  is  a  movement  which  greatly 
increases  the  difficulties  of  dealing  with  unemployment,  and 
has  to  be  borne  in  mind  when  we  are  considering  remedial 
measures.  But  to  some  extent  it  is  another  aspect  of  the 
undesirable  or  excessive  mobility  just  discussed,  which  calls 
for  reduction.  And  it  does  not  come  amiss  to  remember 
that  the  mobility  of  this  kind  which  is  deplored  in  winter  is 
often  welcomed  in  spring,  when  the  movement  is  outwards, 
as  if  it  were  a  solution  of  the  problem. 

Another  part  of  the  explanation  of  excessive  mobility, 
however,  is  undoubtedly  the  proportion  of  comparatively  re- 


8  It  is  a  fair  criticism,  of  course,  to  argue  that  something  of  this 
sort  is  bound  to  happen  if  there  is  a  real  absence  of  jobs,  i.e.,  depressed 
business  (or  agriculture).  But  while  it  may  be  intensified  by  these  con¬ 
ditions  it  is  not  a  phenomenon  confined  to  depression. 
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cent  immigrants  among  the  labour-force  of  a  new  country. 
We  have  referred  to  the  obstacle  to  mobility  which  unwilling¬ 
ness  to  leave  the  place  of  family  location  may  present.  Once 
that  link  is  cut,  however,  as  it  is  in  the  case  of  the  immi¬ 
grant,  whether  single,  or  with  a  family,  no  particular  location 
is  likely  to  have  much  greater  attraction  than  any  other ;  and 
in  the  absence  of  ready  adjustment,  he  may  well  become  too 
willing  to  move ;  he  may,  indeed,  become  a  prey  to  the  “wander 
urge.”  We  are  apt  to  forget  that  while  movement  from 
countries  of  lesser  to  countries  of  greater  opportunities  is 
usually  economically  desirable,  the  latter  are  likely  to  benefit 
only  if  the  immigrant  becomes  somewhat  less  mobile  after¬ 
wards;  if  in  other  words  he  finds,  or  is  assisted  in  finding 
regular  employment,  in  the  country  to  which  he  comes. 

One  other  question  of  mobility,  of  decided  relevance  to 
the  unemployment  problem,  but  this  time  dependent  mainly 
on  the  policies  of  particular  industries  or  industrial  concerns, 
is  that  of  labour  turnover.  If  labour  turnover  is  measured 
by  the  proportion  which  the  number  of  engagements  in  the 
course  of  the  year  bears  to  the  total  annual  full-time  working 
force  required,  a  high  labour  turnover  means  a  high  degree  of 
mobility.  Apart  altogether  from  the  fact  that  such  mobility 
would  be  forced  mobility,  however,  it  would  seem  that  here 
again  a  lower  degree  of  mobility  should  be  the  desirable  thing. 
There  are  not  lacking  those  who  are  prepared  to  argue  that 
there  are  advantages  in  a  high  rate  of  labour  turnover,  that 
more  “hiring  and  firing”  induces  the  workers  retained  to  im¬ 
prove  their  efficiency,  and  the  workers  discharged  to  make 
themselves  more  adaptable,  and  more  able  and  willing  to 
look  for  jobs  when  unemployed.  But  this  is  a  large  assump¬ 
tion,  at  least  in  the  absence  of  business  prosperity,  and  other 
conditions  favourable  to  mobility,  including  industrial  mo¬ 
bility,  and  of  organized  employment  exchanges.  And  if  it  is, 
the  argument  on  this  question  is  in  favour  of  less  mobility,  of 
greater  efforts  on  the  part  of  industrial  concerns,  once  hav¬ 
ing  built  up  their  personnel,  to  retain  them  and  extend  to  them 
secure  conditions  of  employment.  Reduced  labour  turnover  is 
directly  a  type  of  lessened  mobility  which  is  consistent  with 
less  unemployment.  In  the  event  of  the  establishment  of  a 
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general  unemployment  insurance  scheme,  it  follows  that  there 
would  be  an  argument  for  special  consideration  in  such  form 
as,  e.g.,  lower  rates  of  contributions,  in  the  case  of  industries 
or  concerns  whose  personnel  management  is  devoted  towards 
these  ends. 

There  is,  finally,  one  type  of  mobility  which  remains  to 
be  mentioned,  but  on  the  desirability  of  which  it  is  more  diffi¬ 
cult  to  pronounce.  This  is  the  continuous  movement  of  workers 
from  the  agricultural  regions  to  the  towns,  of  very  consider¬ 
able  dimensions  in  the  United  States,  but  also  well-defined  in 
Canada.  The  subject  is  too  large  for  discussion  here,  and  in¬ 
deed  raises  important  issues  of  national  policy.  But  even 
within  the  limits  of  our  present  subject,  it  is  important  to 
know  how  far  such  movement  is  due  to  the  growing  indus¬ 
trialization  of  Canada,  a  fact  calling  for  occupational  and 
geographical  mobility  among  the  national  labour  force,  and 
how  far  to  the  lesser  attractiveness  of  agricultural  work  and 
living  conditions.  In  framing  a  policy  for  unemployment,  we 
have  to  decide,  also,  how  far  the  advocacy  of  “back  to  the 
land”  as  a  remedy  for  unemployment  conflicts  with  the  pres¬ 
ent  tendencies  of  agricultural  mechanization  to  reduce  labour 
requirements  to  something  varying  from  one-third  to  one-fifth 
of  what  they  were  before.  It  is  one  of  the  problems  which  is 
relevant,  also,  when  we  are  considering  the  applicability  of 
general  unemployment  insurance  to  Canada. 

This  general  analysis  of  the  relation  of  mobility  of  labour 
to  unemployment,  which  we  have  now  concluded,  should  be 
of  assistance  in  two  fields.  It  should  enable  us,  first,  to  make 
a  more  careful  appraisal  of  the  differences  in  the  mobility  of 
labour  in  particular  countries,  and  their  importance.  Second¬ 
ly,  it  should  help  us  in  the  consideration  of  some  of  the  prac¬ 
tical  problems  of  unemployment  special  to  Canada  or  to  pro¬ 
posals  for  dealing  with  it. 

The  differences  in  the  mobility  of  the  labour  force  of 
different  countries,  and  particularly  as  between  newer  and 
older  countries,  is  an  important  and  fascinating  field  of  en¬ 
quiry.  Without  such  comparative  analysis,  our  considera¬ 
tions  must  necessarily  be  incomplete.  But  having  regard  to 
the  exigencies  of  our  time  and  programme,  we  must  pass  over 
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this,  to  say  something  on  a  few  specific  topics  belonging  to 
the  second  field  indicated. 

Seasonal  variations  in  employment  may  well  be  taken  as 
the  first  problem  to  which  our  discussion  of  mobility  is  rele¬ 
vant.  Seasonal  fluctuations  in  Canada  are  so  great  as  to 
constitute  the  chief  cause  of  unemployment  in  “normal”  or 
even  prosperous  times.  In  a  large  number  of  trades  nine 
months  work  in  the  course  of  the  year  would  be  considered  a 
good  average.  But  because  of  the  very  magnitude  of  seasonal 
fluctuation,  it  is  necessary  to  analyse  it  into  types.  We  should 
distinguish  at  least  three. 

(a)  There  is  first  the  seasonal  variation  directly  due 
to  the  harvests.  The  important  feature  of  this  is  that  it  con¬ 
stitutes  an  expansion  in  the  demand  for  labour,  it  calls  for  an 
extra  fund  of  labour  for  a  certain  period  to  work  in  the  har¬ 
vesting  provinces.7  The  problem,  in  other  words,  is  largely 
one  of  geographical  mobility,  and  occupational  mobility  to  a 
lesser  degree. 

(b)  Seasonal  variation,  in  the  second  place,  may  be  due 
to  natural  obstacles  such  as  the  coming  of  frost  and  snow  or 
the  freezing-up  of  rivers,  which  in  this  case  constitute  a  check 
to  continued  employment.  The  most  remedial  action,  of 
course,  is  to  attack  these  obstacles  directly  (as  when  the  tech¬ 
nique  of  winter  building  is  improved)  ;  but  to  a  considerable 
degree  they  are  obstacles  which  have  to  be  accepted.  In  this 
case  we  have  two  alternatives.  Either  schemes  of  mainten¬ 
ance  or  insurance  can  be  set  up  for  the  slack  months,  which 
because  of  their  regularity  can  be  the  basis  of  actuarial  cal¬ 
culations.  Or  else  a  policy  of  promoting  occupational  mo¬ 
bility  may  be  followed — a  policy,  that  is,  of  seeking  out  and 
organizing  the  possibilities  of  “dovetailing”  labour  between 
occupations  or  industries  whose  active  periods  came  at  differ¬ 
ent  times  of  the  year. 

7  This  phrasing  is  used  because  while  the  prairie  provinces  are  of 
course  the  largest  source  of  demand,  it  is  important  to  remember  that 
other  provinces,  Ontario  and  New  Brunswick  for  example,  have  their 
own  harvesting  needs.  The  possibility  that  the  prairie  provinces  may 
well  attract  too  many  men  relative  to  needs  elsewhere  is  not  to  be 
neglected  when  the  question  of  facilitating  harvest  labour  movements 
is  being  considered. 
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(c)  The  third  type  of  seasonal  variation  which  can  be 
distinguished  in  theory,  even  if  it  is  less. specific  in  practice, 
is  that  mainly  due  to  human  factors,  particularly  the  habits 
of  producers  or  consumers,  as  exemplified  in  the  printing  and 
publishing  “seasons,”  or  the  seasonal  demands  for  clothing. 
Seasonal  unemployment  of  this  type  is  a  matter  more  often 
than  not,  of  the  organization  of  the  industries  concerned, 
rather  than  of  mobility.8 

But,  with  this  exception,  a  large  part  of  this  type  of  un¬ 
employment  is  a  mobility  problem.  For  certain  groups  it  is 
true,  a  rough  kind  of  “dovetailing”  has  long  been  in  practice. 
It  is  customary  for  winter  and  spring  track  gangs  to  be  re¬ 
cruited  from  and  even  specially  organized  for  harvest  workers. 
The  lumber  camps,  calling  for  large  numbers  of  men;  in 
winter,  are  sought  by  a  large  proportion  of  men  who  in  sum¬ 
mer  are  farm  workers.  In  Quebec,  farmers  and  farm-workers 
are  regularly  sought  for  track-maintenance  work  in  spring, 
returning  to  their  farms  in  time  to  attend  to  their  crops.  At 
the  lower  levels  of  skill  in  urban  centres,  we  find  such  se¬ 
quences  of  employment  as  cleaning- jobs  in  spring,  canal  and 
dock-work  in  summer,  snow-clearing  or  furnace-tending  in 
winter.  But  these  means  of  meeting  seasonal  variations  are 
unorganized  and  limited  as  to  the  proportion  of  the  working- 
force  they  touch.  Organized  mobility  to  meet  seasonal  fluc¬ 
tuations  should  be  based  on  a  knowledge  of  the  character  of 
all  important  industries,  and  their  usual  times  of  peaks  and 
depressions;  and  a  constructive  extension  of  the  functions  of 
employment  exchanges  to  promote  co-operation  between  the 
industries  concerned  and  to  facilitate  the  shifts.  No  country 
offers  a  greater  field  for  research  into  this  particular  relation 
between  mobility  and  unemployment  than  Canada,  and  no  re¬ 
search  could  have  more  practical  objectives. 

The  problem  of  the  migratory  worker  in  general  and  of 
agricultural  labour  in  particular  is,  in  a  sense,  a  part  of  the 

8  It  appears,  however,  that  even  in  industries  whose  fluctuations 
are  of  this  type,  possibilities  of  “dovetailing”  are  not  entirely  lacking: 
a  Cleveland  clothing  factory  has  successfully  experimented  in  assisting 
the  placement  for  a  few  weeks  in  the  year  of  a  number  of  its  workers 
from  its  manufacturing  plants  to  the  retail  trade,  the  peak  in  which 
follows  that  of  the  factories. 
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seasonal  problem.  But  it  is  so  important  in  itself  that  it  calls 
for  separate  consideration.  It  is,  of  course,  the  biggest  single 
problem  of  mobility  with  which  Canada  has  to  deal.  If  we  in¬ 
clude  besides  harvesting  and  seasonal  agricultural  work,  rail¬ 
way  and  construction,  logging  and  other  work  in  the  woods, 
and  subsidiary  fields  such  as  water-transportation,  ice-cut¬ 
ting,  etc.,  we  may  hazard  the  guess  that  the  migratory 
“labour-reserve”  in  Canada  in  normal  times  is  well  over  100,- 
000.9 

Taking  agriculture  alone,  however,  the  experience  of  the 
last  decade  is  one  of  the  best  illustrations  of  the  possibilities 
and  the  difficulties  of  organized  mobility.  The  main  problem, 
of  course,  has  been  to  meet  the  heavy  demand  for  harvest 
labour  in  August  and  September,  to  organize  supply  so  as  to 
meet  this  peak  demand.  It  has  been  solved  in  practice  by  both 
organized  and  unorganized  mobility.  Until  1922  railway 
companies,  who  were  interested  also  in  promoting  settlement 
on  their  western  land-holdings,  were  the  only  medium  of 
assisted  mobility,  and  ran  special  harvest  trains  at  low  rates. 
Since  1922,  however,  there  has  been  an  increasing  degree  of 
co-operation  between  the  Federal  Employment  Service  and 
the  railways,  with  the  object  of  assisting  the  transfer  of 
workers  in  numbers  sufficient  to  bring  the  local  supply  up 
to  estimated  needs.  When  the  nature  of  the  difficulties — of 
estimate,  of  distance,  and  of  organization — are  considered,  the 
degree  of  adjustment  achieved  must  be  considered  noteworthy. 
During  the  years  1920-28  the  estimated  number  of  extra  farm 
hands  required  has  varied  from  30,000  to  57,000;  and  on  the 
average  over  39,000  have  been  actually  transferred  every 
year,  about  three-quarters  of  the  supply  coming  fairly  regu¬ 
larly  from  Eastern  Canada,  but  with  an  increasing  recruit¬ 
ment  from  British  Columbia.  Table  I  gives  the  relevant  sta¬ 
tistics  in  this  connection. 

A  great  deal  more  could  be  said  in  interpretation  of  the 
statistics  of  these  years,  but  for  the  moment  we  are  mainly 
concerned  to  indicate  the  extent  of  such  movement.  But  it  is 


0  Trade  depression  of  course,  especially  if  prolonged,  is  likely  to  in¬ 
crease  the  number  considerably. 
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TABLE  I 


Extent  of  Transference  Organized  to  Meet  Harvest  Needs  of 
Prairie  Provinces,  1922-29.* 


Year 

Estimated 
Number  re¬ 
quired  for 
western 
harvests. 

Estimate 
of  num¬ 
ber  avail¬ 
able  loc¬ 
ally. 

Estimated 
Number  re¬ 
quired  to  b€ 
brought. 

Actut 

Total 

il  Numbers 

From  E. 
Canada 

Transfer 

From 

B.  C. 

red 

From  else¬ 
where. 

1920 

41,000 

11,000 

30,000 

28,228 

28,228 

1921 

44,000 

9,000 

35,000 

32,426 

28,029 

4,397 

1922 

48,000 

7,000 

41,000 

39,740 

35,570 

4,170 

1923 

61,000 

9,000 

52,000 

50,451 

34,599 

4,019 

11,833$ 

1924 

37,000 

13,000 

24,000 

26,483 

21,131 

5,351 

1925 

69,000 

13,000 

56,000 

54,850 

45,379 

9,471 

1926 

69,000 

12,000 

57,000 

34,202 

24,662 

7,336 

2,204§ 

1927 

67,000 

36,000 

31,000 

32,250 

24,547 

7,703 

1928 

75,000t 

25,000 

50,000 

52,225 

34,158 

9,737 

8,330$ 

1929 

30,000 

23,000 

7,000 

3,592 

II 

3,592 

*From  figures  kindly  supplied  by  the  Federal  Employment  Service 
(Ottawa) . 

fRecord  crop.  {From  British  Isles.  §From  United  States.  ||  Bal¬ 
ance  in  this  year  was  met  by  workers  who  travelled  from  parts  of 
Canada,  other  than  British  Columbia,  on  their  own  initiative. 


quite  evident  that  much  of  it  has  been  facilitated  by  reason  of 
the  existence  of  a  co-ordinated  employment  exchange  service, 
and  also  by  the  special  cheap  transport  rates  for  journeys 
over  117  miles.  One  of  the  practical  results  of  co-operation 
between  the  railways  and  the  exchanges,  this  has  been  a  regu¬ 
lar  feature  of  the  service  since  the  end  of  the  war. 

It  is  still  important,  however,  to  note  that  much  of  the 
movement  for  summer  farm  employment  occurs  without 
assistance.  The  Prairie  Provinces  attract  labour  from  all 
areas,  and  as  has  been  pointed  out  before,  of  all  types.  As  an 
example  of  the  range  over  which  the  attraction  of  the  farming 
area  spreads,  the  estimates  made  in  making  up  the  probable 
supply  of  farm  labour  in  Saskatchewan  in  1929  are  illustra¬ 
tive.  This  is  shown  in  Table  II. 

In  the  same  year  (1929),  when  it  was  estimated  that 
local  labour  supplies  were  deficient  by  some  7,000,  only  3,600 
men  were  brought  in  from  British  Columbia  specifically 
through  the  Employment  Service;  more  than  enough  to  meet 
the  balance  required  travelled  to  the  Prairie  Provinces  from 
other  parts  of  Canada  on  their  own  initiative.  Again,  in 
1928,  when  over  52,000  workers  were  specifically  assisted  to 
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TABLE  II* 

Source 

Available  locally 

Numbers 

450 

From  Eastern  Canada  . 

. .  16,000 

From  British  Columbia  . . . . 

.  4,500 

From  Manitoba  . 

. . . .  1,200 

From  U.  S.  A.  . - . . . 

. .  3,000 

From  Immigration  . . . . . 

. . .  5,500 

Total  . . . . . . . . . . 

. .  30,650 

*From  figures  quoted  at  meeting  of  Employment  Service  Council 
(Ottawa),  May,  1929. 


the  wheat  areas  to  harvest  the  abnormal  crop  of  that  year,  it 
was  estimated  that  some  1,800  workers  from  the  United  States 
entered  Alberta  alone,  1,600  of  whom  travelled  by  automobile. 

If  it  is  easy  to  demonstrate  the  willingness  of  workers 
to  move  and  the  success  of  organized  geographical  mobility, 
however,  there  is  another  aspect,  the  degree  of  occupational 
adjustment,  which  calls  for  more  concern.  In  the  first  place, 
the  bulk  of  migratory  labour  is  not  highly  skilled,  certainly 
not  to  the  same  degree  as  the  experienced  farm  hands  who 
form  the  more  permanent  part  of  the  western  agricultural 
personnel,  and  secondly,  we  are  not  so  certain  as  to  the  extent 
of  satisfactory  reabsorption  into  employment  when  harvest 
needs  are  met.10  The  migratory  worker  is  occupationally 
mobile  to  the  degree  he  is  able  to  take  up  construction  or 
lumbercamp  work,  for  the  same  reason  that  he  does  not  gen¬ 
erally  become  a  permanent  agricultural  worker :  he  is  too  non- 
specialized,  whatever  the  value  of  his  muscle  and  endurance 
in  all  the  types  of  work  he  can  undertake. 

In  recent  years  another  factor  has  appeared  to  complicate 
the  problem,  the  increasing  use  of  labour-saving  machinery 
in  agriculture,  particularly  the  tractor  and  the  combine  reap¬ 
er.  There  is  little  doubt  that  this  has  been  mainly  respon- 


10  The  workers  who  avail  themselves  of  special  transportation  cer¬ 
tificates,  it  appears,  return  from  the  prairies  sooner  or  later.  This,  at 
any  rate,  seems  to  be  the  evidence  of  the  statistics  of  transportation 
certificates  issued  to  and  from  the  prairie  provinces,  during  the  years 
1926-29,  though  in  other  years  there  is  less  certainty  in  such  inference. 
Such  evidence  as  we  have  of  other  types  of  new  migrants  suggests  that 
a  major  proportion  become  established,  but  we  may  well  suspect  that 
the  remainder  are  liable  to  join  the  “transients.” 
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sible  for  the  changed  situation  in  respect  of  labour  needs 
which,  foreshadowed  in  1928,  became  definite  in  1929.  That 
year  saw  an  unemployment  problem,  labour  surplus  instead 
of  labour  deficit,  in  the  agricultural  regions  for  the  first  time ; 
and  the  cessation  of  the  regular  harvest  excursions  of  past 
years  dates  from  this  time.  Mechanization  has  affected  not 
only  agriculture,  moreover,  but  the  auxiliary  employments  of 
farm  labourers,  such  as  road  work.  Serious  as  is  the  resultant 
distress,11  the  situation  has  brought  into  clearer  light  some 
of  the  features  which  have  been  mentioned  above.  It  has  em¬ 
phasized  the  need  for  organization  to  aid  the  adjustment  of 
the  recent  immigrant:  central  European  stocks,  for  instance 
who  continue  to  arrive  are  liable  to  be  regarded  with  greater 
suspicion  than  when  agriculture  was  more  prosperous.  It 
has  called  attention  to  the  greater  relative  surplus  of  un¬ 
skilled  labour.  And  it  has  made  clearer  the  fact  that  in  the 
absence  of  organized  mobility,  the  agricultural  areas  may  be 
too  attractive  to  entrants,  that  too  many  drift  rather  than 
are  consciously  mobile,  and  that  too  many  still  are  liable  to 
rely  on  inadequate  or  word-of-mouth  information  as  to  the 
employment-prospects  in  particular  places,  rather  than  upon 
organized  means. 

The  task  of  adjustment  is  a  formidable  one.  But  as 
against  these  problems,  there  are  some  features  which  seem 
definitely  to  the  good.  As  is  true  in  a  number  of  industrial 
fields,  changes  which  give  rise  to  “technological  unemploy¬ 
ment”  may  assist  us  in  combating  seasonal  unemployment  if 
we  turn  them  to  this  account.  If  combines  and  tractors  re¬ 
duce  the  aggregate  numbers  of  men  and  the  degree  of 
geographical  mobility  required,  they  open  up  the  possibility, 
given  a  certain  degree  of  occupational  mobility,  of  a  smaller 
number  being  employed  all  the  year  round.  The  spread  of 
mixed  farming,  so  far  as  it  is  possible,  should  also  contribute 
to  greater  stability  and  somewhat  less  seasonal  fluctuation. 
And  in  this  connection,  finally,  the  trend  towards  greater  ex¬ 
port  of  grain  through  western  ports  should  tend  to  lessen 


11  Which  is,  of  course,  also  due  to  the  slump  in  the  price  of  wheat, 
acreage-reduction,  “dried-out”  areas,  etc. 
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undue  concentration  of  activity  in  particular  directions  or 
regions,  with  beneficial  effects. 

A  third  subject  in  which  considerations  of  mobility  and 
unemployment  are  closely  related  and  to  which  we  may  give  a 
little  attention  in  view  of  the  other  part  of  our  programme,  is 
that  of  unemployment  insurance.  Whether  there  is  any  point 
in  our  discussing  this  of  course  is  a  political  as  well  as  an 
economic  matter.  But  let  us  assume  that  a  general  scheme 
of  unemployment  insurance  is  politically  possible  in  order  to 
have  something  concrete  to  which  to  direct  our  economic 
analysis. 

With  the  full  discussion  of  the  case  for  and  against  par¬ 
ticular  types  of  state  unemployment  insurance  this  paper  is 
not  concerned,  though  the  relation  of  insurance  to  mobility 
is  directly  relevant.  One  preliminary  remark,  however,  may 
perhaps  be  permitted.  And  that  is  that  today  the  question 
of  adoption  of  general  unemployment  insurance  is  not  really 
one  of  principle,  whether  or  not  unemployment  insurance  is 
good  or  bad.  It  is  a  question  of  careful  planning,  proper  ad¬ 
ministration,  and  adaptation  of  a  scheme  or  schemes  to  the 
needs  of  the  country  concerned.  And  it  is  important  to  re¬ 
member  that  there  is  enough  experience  of  every  detail  of 
administration  provided  by  the  British  scheme  alone,  apart 
altogether  from  the  systems  in  operation  in  other  countries,12 
of  various  industrial  schemes,  and  our  own  Employment  Ser¬ 
vice,  to  make  this  possible. 

The  suggestion  most  frequently  heard,  however,  is  that 
a  comprehensive  unemployment  insurance  scheme  is  likely  to 
reduce  the  mobility  of  labour  in  general,  and  it  is  this  point 
which  calls  most  for  our  consideration.  It  is  worth  while, 
first,  to  point  out  that  unemployment  itself,  and  also  excessive 
mobility,  tends  to  lessen  the  ability  and  willingness  to  move, 
by  its .effects  on  vitality  and  industrial  quality.  The  value  of 
unemployment  insurance  is  not  as  a  cure  of  unemployment, 
but  as  a  means  of  relieving  distress  and  preserving  vitality, 


12  In  which  their  unemployment  insurance  schemes  are  adapted  to 
different  economic  and  political  conditions  from  those  of  Britain;  or,  as 
in  the  case  of  Germany,  based  on  the  later  experience  of  Britain. 
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until  a  worker  can  be  reabsorbed.  But  beyond  a  certain  point, 
“reabsorptability,”  if  we  may  so  call  it,  is  a  question  not  so 
much  of  unemployment  benefit,  as  of  the  recovery  of  trade  it¬ 
self.  Whatever  inferences  we  may  draw  from  the  operation 
of  the  British  scheme,  it  is  relevant  to  remember  that  Britain 
has  suffered  a  decade  of  almost  unrelieved  trade  depression. 

The  same  point  can  be  met  more  directly,  however,  by  de¬ 
fining  the  groups  to  which  it  is  desired  that  the  scheme  should 
apply:  and  also  by  careful  consideration  of  the  qualifications 
entitling  an  entrant  to  the  receipt  of  benefit.  There  is  no 
reason  why  a  scheme  could  not  be  made  to  distinguish  auto¬ 
matically  between  the  type  of  worker  it  is  desirable  to  insure 
and  the  more  dubious  categories  likely  to  batten  unduly  on 
the  funds.  On  the  other  side,  it  is  possible  to  frame  schemes 
with  provision  for  maximum  aggregate  contributions,  which 
will  provide  an  incentive  to  regularization  from  the  indus¬ 
trial  end. 

It  is  a  truer  appraisal  of  the  lessons  of  the  British  scheme 
so  far  as  mobility  is  concerned,  to  look  not  at  the  payment  of 
benefit  itself  but  in  two  other  directions,  (a)  The  first  is  the 
definition  of  “suitable  work”  to  be  used  in  administering  the 
scheme — the  type  of  work  which  can  be  offered  to  an  applicant 
for  benefit.  In  Britain,  “suitable  work”  is  work  offering  sub¬ 
stantially  the  same  rate  of  wages,  and  of  the  same  degree  of 
skill,  as  that  to  which  the  insured  person  has  been  accustomed. 
Employment  which  does  not  conform  to  this  character  can  be 
refused  without  the  right  to  draw  benefit  being  affected.  The 
object  of  this  provision  has  been  to  prevent  a  deterioration  of 
standards  as  a  result  of  unemployment,  and  to  prevent  strike¬ 
cutting  in  cases  of  wage-disputes.  But  in  a  period  of  falling 
prices  and  changing  industrial  trends  it  has  undoubtedly  con¬ 
tributed  to  inflexibility. 

So  far  as  the  “degree  of  skill”  qualification  is  concerned, 
this  need  be  no  barrier  to  occupational  mobility,  especially  if 
it  is  not  enforced  very  considerably  by  trade  union  craft-de¬ 
marcation  regulations.  The  effect  of  the  qualification  as  to 
wages,  however,  depends  essentially  on  whether  prices  are 
rising  or  falling:  but  a  scheme  which  is  to  have  the  goodwill 
of  organized  labour  will  have  to  retain  such  a  provision,  un- 
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less  possibly  clauses  relating  to  trade  disputes  are  stiffened 
up  more  than  are  the  present  provisions  in  connection  with 
the  placement  of  the  employment  service. 

(b)  The  second  is  the  fact  that  the  availability  of  un¬ 
employment  benefit  has  caused  lay-offs  or  discharges  in  cer¬ 
tain  fields  to  be  regulated  so  as  to  take  advantage  of  the 
scheme  to  subsidise  irregular  or  short-time  engagement.  A 
part-time  worker  can  draw  benefit,  but  remains  attached  to 
the  industry;  the  latter  thereby  maintains  a  “labour  reserve” 
at  the  expense  of  the  fund,  with  all  the  waste  of  high  labour 
turnover,  and  with  no  incentive  to  regularize  employment. 
The  most  undesirable  case  is  that  of  dock  labour,  where  this 
development  has  been  a  formidable  obstacle  to  decasualization. 
But  another  important  industry  in  which  similar  develop¬ 
ment  has  occurred  is  the  cotton  industry.  Short  time  in  the 
industry  is  widespread.  But  unemployment  benefit  ekes  out 
earnings,  and,  while  part-time  working  is  continued,  serves  to 
lessen  the  incentive  to  leave  the  industry  for  other  fields  of 
work. 

These  are  effects  on  mobility  much  more  subtle  and  more 
indirect  than  the  effect  so  often  alleged,  that  unemployment 
insurance  affects  mobility  by  making  all  and  sundry  less 
willing  to  find  jobs  or  to  work  at  all.  It  is  the  possibility  of 
effects  of  this  type  in  particular  industries  rather  than  fears 
of  a  more  general  order  which  have  to  be  considered  if  we 
are  seeking  the  most  desirable  schemes.  What  they  suggest 
is  not  the  inadvisability  of  unemployment  insurance,  but  the 
advisability  of  considering  methods  by  which  industries  them¬ 
selves  shall  have  some  stimulus  to  regularize  employment,  or 
else  to  co-operate  in  assisting  or  organizing  mobility. 

A  further  consideration  of  particular  importance  in 
Canada  is  that  of  the  occupational  classification  of  the  persons 
to  be  included  in  the  scheme.  This  is  clear  from  what  has 
been  discussed  in  other  parts  of  this  paper.  The  first  problem 
is  to  decide  the  occupations  of  those  persons  who  are  employ¬ 
ed  in  different  capacities  in  the  course  of  the  year,  e.g.,  in 
agriculture  during  the  summer  and  in  logging  or  construc¬ 
tion  work  in  other  months.  It  may  be  that  classifications  of 
this  sort  can  be  dispensed  with,  as  it  might  under  a  com- 
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prehensive  scheme.  But  in  the  case  of  a  scheme  based  on  the 
industry  as  a  unit,  these  difficulties  would  have  to  be  met. 
For  instance,  a  railway  company  with  such  a  scheme,  some 
of  whose  workers  worked  in  agriculture  for  a  part  of  the 
year,  could  not  be  expected  to  pay  unemployment  benefit  while 
these  workers,  as  railway  workers,  were  “unemployed.” 
Again,  the  migratory  worker  of  all  types,  unless  a  considerable 
extension  of  employment  exchanges  took  place,  would  ob¬ 
viously  present  difficulties. 

It  is  possible  that  we  might  have  to  admit  the  difficulties 
which  such  parts  oi  the  Canadian  labour  force,  and  which  an 
agricultural  population  present,  and  experiment  at  first  with 
industrial  schemes,  possibly  with  different  rates  of  contribu¬ 
tion.  But  if  such  difficulties  can  be  overcome,  the  argument, 
from  the  point  of  view  of  occupational  mobility  at  least,  is 
in  favour  of  a  comprehensive  scheme  with  flat-rate  contribu¬ 
tions.  Otherwise  a  barrier  is  set  between  movement  from 
industries  with  to  industries  without  insurance,  and  an  in¬ 
ducement  set  up  to  movement  in  the  reverse  direction;  with 
similar  considerations  if  industries  have  separate  schemes 
with  varying  rates  of  benefit  or  contribution. 

Finally,  a  feature  of  special  importance  which  would 
have  to  be  provided  for  in  Canada  is  the  heavy  seasonal  drain 
that  is  likely  to  occur  on  the  funds  of  any  unemployment  in¬ 
surance  scheme,  whether  for  separate  industries  or  all  indus¬ 
tries  together.  The  desirable  alternative  is,  in  the  case  of  an 
industrial  scheme,  that  it  should  provide  a  stimulus  toward 
regularization  or  stabilization;  in  the  case  of  a  comprehen¬ 
sive  scheme  that  “dovetailing”  should  be  promoted.  The 
latter  is  to  be  preferred,  but  it  is,  of  course,  likely  to  mean 
that  less  effort  will  be  devoted  to  regularization  by  industries 
themselves. 

In  general,  from  the  point  of  view  of  mobility,  the  ad¬ 
vantages  of  industrial  schemes  and  comprehensive  schemes 
are  often  likely  to  conflict.  But  if  so,  it  may  be  as  well  to 
realize  that  some  loss  of  mobility  is  often  the  price  of  greater 
regularization,  and  that  in  such  cases  we  must  decide  accord¬ 
ing  to  which  makes  the  greater  contribution  to  the  reduction 
of  unemployment,  and  the  distress  due  to  it. 
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If  a  final  word  may  be  added,  it  should  be  on  the  impor¬ 
tance  of  employment  exchanges  in  all  the  matters  which 
have  been  touched  upon.  The  extension  and  improvement  of 
their  functions  is  the  surest  way  in  which  the  most  desirable 
degree  of  labour  mobility  can  be  attained,  and  unemployment 
due  to  divergences  from  it  reduced. 

Perhaps  almost  equal  in  importance  is  the  extension  and 
improvement  of  statistical  material  which  they  can  use  as 
well  as  help  to  provide.  With  increasing  problems  of  techno¬ 
logical  unemployment  and  the  need  for  the  redirection  and 
replacement  of  workers,  we  need  to  know  more  of  such 
matters  as  the  growth  and  decline  of  particular  occupations 
and  of  particular  industries  in  relation  to  markets,  and  the 
effects  of  machinery  in  terms  of  men-displacement.  To  know 
better  how  to  deal  with  the  employment  problem  of  the 
migratory  worker,  we  need  more  extensive  registration,  and 
so  on.  It  is  the  most  valuable  by-product  of  a  comprehensive 
unemployment  insurance  scheme  that  we  gain  from  it  more 
accurate  material  such  as  this  on  which  to  make  or  reshape 
our  plans.  It  is  also  true,  of  course,  that  an  efficient  system 
of  employment  exchanges  is  the  best  means  of  ensuring  that 
unemployment  insurance  is  administered  without  abuse,  pro¬ 
vided  that  its  personnel  and  powers  are  adequately  extended. 

There  are  a  number  of  detailed  matters  which  might  be 
considered  here,  problems  of  administration,  the  question  of 
the  lingering  private  employment  offices,  for  instance.  But 
once  in  a  while  it  is  helpful  to  look  ahead  and  ignore  detailed 
obstacles  for  the  moment.  It  may  be  looking  a  long  way 
ahead,  but  it  is  as  well  to  realize,  even  in  times  of  depression, 
how  much  more  effort  and  resources  can  well  be  devoted 
with  profit  to  the  further  organization  of  the  labour  market. 
Canada,  in  taking  the  first  step,  that  of  organizing  a  nation¬ 
wide  employment  service,  has  placed  herself  well  ahead  of 
the  United  States  in  this  respect.  But  there  remains  a  wide 
field  in  which  development  has  direct  relevance  to  the  coun¬ 
try’s  unemployment  problems. 

There  is  a  great  deal  to  be  gained  from  extension  of  the 
principle  of  subdivision  and  the  specialization  of  branches  of 
exchange  work,  e.g.,  into  unskilled,  farm,  clerical,  women’s 
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work,  etc.,  as  has  been  done  at  Toronto.  We  might  even  have 
special  branches  for  some  industries  such  as  the  building 
trades.  And  there  are  other  developments  the  need  for  which 
o  ows  from  some  of  the  matters  which  have  been  discussed 
in  this  paper.  There  is  scope  for  immigrant  branches,  es¬ 
pecially  for  the  foreign  immigrant:  with  interpreters  upon 
their  staffs,  and  at  appropriate  locations,  but  operating  in  re¬ 
lation  with  the  Dominion  service.  The  importance  of  juvenile 
employment  exchanges,  with  organized  relations  with  schools 
and  guidance  agencies,  is  widely  discussed  and  accepted.  The 
development  of  such  agencies  is  the  soundest  way  of  provid¬ 
ing  for  adjustment  with  the  least  possibility  of  excessive 
mobility  in  later  life.  And  finally  there  is  a  need  for  draw¬ 
ing  together  and  relating  to  the  exchanges  the  agencies  for 
training  of  various  types,  unskilled  labour  for  farm  work, 
displaced  workers,  juveniles,  the  handicapped,  and  others, 
which  function  in  a  number  of  fields,  but  so  far  without  co¬ 
ordination.  If  their  full  effectiveness  is  to  be  realized,  how¬ 
ever,  and  they  are  to  be  the  medium  for  constructive  work 
in  some  of  the  problem-fields  we  have  discussed,  we  have  also 
to  ensure  that  the  exchanges  and  their  auxiliaries  be  manned 
with  the  best  obtainable  personnel,  and  finally,  to  extend  to 
them  greater  powers  of  control. 
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Approximately  48,000,000  of  the  world’s  workers  are  now 
protected  against  unemployment  by  some  form  of  govern¬ 
mental  unemployment  insurance.  Of  this  number,  roughly 
45,000,000  are  covered  by  compulsory  legislation  and  about 
3,000,000  by  voluntary  systems  which  receive  financial  aid 
from  governments.  Except  for  approximately  150,000  work¬ 
men  in  the  Australian  state  of  Queensland  and  the  compara¬ 
tively  small  number  to  be  covered  by  the  recent  law  of  New 
Zealand  this  body  of  insured  persons  is  confined  to  the  British 
Isles  and  the  Continent  of  Europe. 

In  the  United  States,  Canada,  Australia  (except  Queens¬ 
land)  and  South  Africa,  the  workers  are  dependent  on  the 
unemployment  benefits  of  their  trade  unions,  employers  bene¬ 
fit  plans,  or  schemes  set  up  by  employers  and  workers  jointly 
with  no  help  from  governments.  The  number  so  covered  is 
less  than  250,000  in  the  United  States  and  1,000,000  is  prob¬ 
ably  a  high  figure  for  all  the  countries  mentioned.  Apparently 
the  compulsory  principle  is  necessary  to  secure  any  adequate 
provision  of  unemployment  insurance. 

Examination  of  a  list  of  countries  with  unemployment 
insurance  legislation  shows  that  all  the  more  important  in¬ 
dustrial  countries  except  France  have  adopted  compulsory 
insurance  and  that  those  of  lesser  industrial  importance  have 
voluntary  forms.  Nine  cantons  of  Switzerland  have  com¬ 
pulsory  and  fourteen  have  voluntary  systems,  the  remaining 
two  being  without  legislation.  Placing  the  countries  with 
compulsory  insurance  in  the  sequence  of  their  adopting  it,  one 
finds  Great  Britain  at  the  head  of  the  list,  with  1911  as  the 
date  for  partial  inauguration  of  the  scheme  and  1920  for  its 
extension  to  the  great  majority  of  the  industrial  wage  earners. 
Despite  Germany’s  industrial  importance  she  was  next  to  the 
last  nation  to  adopt  the  compulsory  principle,  the  legislation 
having  been  enacted  in  1927. 


Some  Aspects  of  Unemployment  Insurance  33 

TABLE  I 

COUNTRIES  WHICH  HAVE  ADOPTED  UNEMPLOYMENT 


INSURANCE 

Compulsory  Insurance  Date  First  Adopted 

Great  Britain  and  Northern  Ireland  _  1911* 

Italy  - - - - -  1919f 

Irish  Free  State*  *  . . . . . .  1920 

Austria  . . . . . . . . .  192o 

Australia  (Queensland)  . . .  1922 

U.  S.  S.  R . . . . . . .  i922, 

Poland  . . . . .  1924 

Bulgaria  . . . .  1925 

Switzerland  (9  cantons)  _ 1925-1930J 

Germany  . . . . . .  1927 

New  Zealand  _ _ _ _ _ _ _  1930 

Voluntary  Insurance 

France  - - - - -  1905 

Norway  _ _ _ _  1915 

Netherlands  . . . .  1916 

Finland  _ _ _ _ _ _ _ _  1917 

Spain  . . . . .  1919 

Belgium  . . . . . . . . .  1920§ 

Denmark  . . . . . .  1921 1| 

Czechoslavakia  _ _ _  1921 

Luxemburg  . . . . . . .  1921 

Switzerland  (14  cantons)  _ _ _  1924-1929^ 


*The  Act  of  1911  covered  only  certain  industrial  groups.  Various 
other  industries  were  added  by  the  act  of  1916,  and  the  great  majority 
of  industrial  wage  earners  by  the  act  of  1920. 

fThe  act  was  recognized  by  a  decree  issued  in  1923. 

JThe  federal  act  granting  subsidies  to  approved  funds  was  passed 
in  1924. 

§A  temporary  measure  was  first  adopted  in  1919  which  was  made 
more  permanent  by  1920. 

||  This  act  was  considerably  restricted  by  an  act  passed  in  1927. 

|[In  eight  cantons  the  municipalities  are  authorized  to  make  un¬ 
employment  insurance  compulsory. 

*  *Before  the  constitution  of  the  Irish  Free  State  all  of  the  act 
of  1911  applied  throughout  the  British  Isles. 


A  glance  at  the  two  lists  of  countries  and  the  order  in 
which  the  compuulsory  form  was  adopted  tempts  one  to  sug¬ 
gest  the  following  formula :  the  normal  course  of  the  evolution 
of  unemployment  insurance  is  from  simple,  local  forms  on  a 
voluntary  membership  basis  to  highly  complex,  national  forms 
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compulsory  for  practically  the  whole  body  of  wage  earners; 
the  stages  of  this  evolution  generally  correspond  with  the  de¬ 
gree  of  industrialization  of  the  country  but  its  rate  is  accele¬ 
rated  or  retarded  and  its  form  partly  determined  according  as 
(a)  the  labor  movement  is  strong  or  weak;  (b)  there  is  a 
centralized  or  decentralized  form  of  government. 

The  experience  of  most  countries  exemplifies  this  evolu¬ 
tion.  Industrial  unemployment  in  its  early  manifestations  is 
regarded  as  part  of  the  problem  of  poor  relief  and  as  a  local 
concern.  As  industrial  expansion  knits  all  parts  of  the  coun¬ 
try  together,  and  it  is  discovered  that  each  geographic  section 
and  economic  group  is  largely  affected  by  the  prosperity  or 
depression  of  the  others,  the  national  government  steadily 
assumes  a  larger  measure  of  responsibility  and  the  earlier 
view  that  the  local  relief  authorities  should  care  for  their  own 
unemployed  is  not  often  expressed.  This  has  been  the  history 
in  Great  Britain  until  now  the  national  government  has  re¬ 
formed  the  poor  law,  established  contributory  old  age  pen¬ 
sions,  employment  exchanges,  and  compulsory  unemployment 
insurance.  Unemployment  is  viewed  as  largely  due  to  the 
imperfect  adjustment  of  industry  to  the  changing  condition 
in  export  trade,  which  absorbs  so  much  of  her  production. 
Accordingly,  the  government  is  adopting  remedial  measures 
at  home  and  asserting  itself  in  the  international  sphere  to 
bring  about  better  conditions  in  world  trade.  The  most  high¬ 
ly  industrialized  nation,  the  most  dependent  on  world  pros¬ 
perity,  with  the  highest  degree  of  labor  organization,  Great 
Britain  was  first  to  turn  to  compulsory  unemployment  insur¬ 
ance,  and  all  but  France  of  the  greater  industrial  countries  of 
Europe  have  followed  her  lead.  Her  strong  labor  movement 
influenced  the  form  of  the  insurance  system  adopted  and 
speeded  its  coming  in  that  labour  had  developed  its  own  forms 
of  protection  and  a  body  of  experience  upon  which  the  gov¬ 
ernmental  system  was  largely  based.  It  could  not  be  dis¬ 
regarded  in  establishing  the  structure  of  the  national  scheme. 

Much  the  same  development  might  be  traced  in  Germany 
but  here  as  elsewhere  the  federal  form  of  government  retarded 
the  development.  In  the  spread  of  responsibility  from  local 
to  national  government  the  state  authorities  stood  in  the 
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way.  The  agricultural  states  were  less  concerned  with  the  un¬ 
employment  of  the  industrial  districts  and  less  interested  in 
national  attention  to  the  problem.  Accordingly,  Germany 
adopted  compulsory  unemployment  insurance  in  1927,  just 
sixteen  years  after  the  first  British  measure.  Moreover,  the 
German  system  was  designed  to  place  most  of  the  burden  on 
industry  itself  so  that  the  agricultural  states  had  little  ground 
Tor  protest. 

The  countries  with  voluntary  schemes  of  unemployment 
insurance  use  some  variation  of  the  system  adopted  at  Ghent 
in  Belgium  in  1900.  This  system  provides  government  sub¬ 
sidies  in  proportion  to  the  benefits  paid  to  workers  by  the 
unemployment  funds  of  their  organizations ;  a  variation 
adopted  at  Liege  related  the  subsidies  to  the  worker’s  con¬ 
tributions  to  such  funds.  These  voluntary  forms  also  reflect 
the  peculiar  trade  union  influences,  political  sentiment,  and 
structure  of  the  countries  in  which  they  have  developed.  In 
Belgium,  for  example,  local  government  is  relatively  strong. 
Before  the  war  when  the  labor  movement  was  not  highly 
centralized,  each  municipality  established  its  own  subsidy 
amounts  and  conditions.  The  national  government  in  turn 
added  its  subsidies  but  allowed  these  widely  varying  local  con¬ 
ditions  to  continue.  Since  the  war  the  national  government 
has  been  confronted  with  the  problem  of  standardizing  the 
insurance  procedure,  a  task  that  will  require  years  for  com¬ 
plete  achievement. 

Denmark  affords  a  direct  contrast.  Here  political  power 
is  vested  in  the  national  government  to  a  much  greater  degree. 
Accordingly,  at  an  early  stage  in  the  development  of  unem¬ 
ployment  insurance  the  national  authorities  established  the 
conditions  upon  which  they  would  pay  subsidies  to  unemploy¬ 
ment  funds  and  so  brought  about  standardization. 

The  Netherlands  stands  midway  between  the  two.  Poli¬ 
tical  power  is  more  centralized  than  in  Belgium,  but  in  addi¬ 
tion  two  powerful  trade  unions  developed  national  forms  of 
organization  and  influenced  the  central  government  to  use 
its  subsidies  to  establish  a  considerable  measure  of  uniformity 
among  the  unemployment  funds. 

So  much  for  this  general  discussion,  which  suggests  that 
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unemployment  insurance  is  an  expression  of  the  national  life 
in  which  it  functions  and  that  no  nation  can  wholly  adopt  the 
system  of  another.  But  granting  this,  each  scheme  in  this 
new  field  is  partly  in  the  nature  of  an  experiment.  It  affords 
a  laboratory  for  the  discovery  of  principles  by  which  the 
nations  that  have  yet  to  enact  unemployment  insurance  legis¬ 
lation  may  profit. 

Turn  now  to  the  unemployment  insurance  experience  of 
three  countries — Switzerland,  where  the  first  experiments  in 
voluntary  and  compulsory  insurance  began,  Great  Britain,  the 
first  national  government  to  adopt  the  compulsory  principle, 
and  Germany,  the  last  important  industrial  nation  to  set  up 
a  national  system.  You  will  have  to  rely  on  your  memories 
for  the  terms  of  the  legislation  in  each  case  for  this  paper 
refers  to  them  only  in  the  most  incidental  way.  It  is  mainly 
concerned  with  the  considerations  for  future  legislation  that 
seem  to  arise  out  of  the  separate  experiences  of  these  coun¬ 
tries.  You  will  appreciate  that  in  trying  to  precipitate  the 
insurance  experience  of  three  peoples  within  the  limits  of  a 
single  paper,  it  has  been  necessary  to  deal  with  each  in  the 
most  summary  fashion. 

Switzerland,  the  first  country  to  experiment  with  unem¬ 
ployment  insurance,  was  slow  in  developing  national  legisla¬ 
tion.  Varied  local  conditions,  love  of  locality,  and  a  decentral¬ 
ized  government  have  been  contributing  factors.  The  result 
is  a  permissive  federal  law  passed  in  1924  that  provides  sub¬ 
sidies  of  30  or  40  per  cent,  of  benefits  to  recognized  funds  of 
cantons,  municipalities,  trade  unions,  and  employers  and 
workers.  Since  the  passage  of  this  measure  nine  cantons  have 
adopted  compulsory  insurance  laws  which  force  workers  to 
become  members  of  public,  trade  unions,  or  joint  funds. 
Cantonal  subsidies  are  given  in  addition  to  the  federal  grant. 
Fourteen  cantons  susidize  any  funds  approved  by  the  federal 
government  and  eight  of  these  provide  that  municipalities 
may  make  insurance  compulsory.  Two  cantons  with  small 
non-industrial  populations  have  taken  no  action.  Only  41  per 
cent,  of  the  estimated  insurable  population  is  insured  and  only 
22  per  cent,  of  all  wage  earners.  The  experience  suggests : 

(1)  When  a  federal  country  leaves  action  to  the  com- 
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ponent  states  there  will  be  a  variety  of  systems  and  degrees  of 
protection  ranging  from  compulsory  insurance  on  through 
voluntary  schemes  to  no  legislative  provision. 

(2)  Federal  legislation  providing  subsidies  and  making 
for  standardization  will  accelerate  the  rate  of  development 
among  the  highly  industrialized  states,  but  the  remainder 
will  lag. 

(3)  Employers  and  workers  are  left  free  to  establish 
their  own  systems  within  the  prescribed  subsidy  provisions 
and  so  to  secure  flexibility  and  adaptation  to  the  conditions  of 
their  industries. 

(4)  Such  a  procedure  with  no  administration  by  govern¬ 
ment,  except  in  the  case  of  municipal  and  cantonal  funds, 
avoids  bureaucratic  methods  and  minimizes  the  danger  of 
political  interference  with  actuarial  principles. 

First  to  adopt  a  compulsory  system,  Great  Britain  ex¬ 
tended  it  in  1920  to  the  main  body  of  wage  earners.  The 
extension  occurred  on  the  brink  of  a  depression  and  the  fund 
had  to  borrow.  When  the  recovery  began,  the  fund  encoun¬ 
tered  an  unexpected  risk — chronic  unemployment  in  some  of 
the  older  exporting  industries — and  has  steadily  gone  deeper 
into  debt.  The  pressure  of  the  relief  problem  resulted  in 
political  manipulation  of  the  scheme,  practically  unlimited 
duration  of  benefit,  and  sacrifice  of  the  actuarial  basis.  The 
fund  is  burdened  with  noninsurables  and  persons  who  have 
exhausted  their  right  to  benefit.  It  is  now  confronted  with 
the  necessity  for  retrenchment,  of  delimiting  the  spheres  of 
insurance  and  relief,  and  re-establishing  its  actuarial  founda¬ 
tions.  Retrenchment  in  such  matters  is  always  difficult  and 
especially  after  a  policy  of  marked  liberality. 

The  following  considerations  arise  out  of  the  British 
experience : 

(1)  Unemployment  insurance  should  be  so  organized  as 
to  make  all  parties  in  industry  more  sensitive  to  changing 
conditions  in  internal  and  international  trade. 

(2)  Unemployment  insurance  should  be  co-ordinated 
with  a  system  of  old  age  pensions.  While  apparently  older 
workers  are  not  discriminated  against  in  dismissals,  once  re¬ 
leased  they  have  more  than  average  difficulty  in  securing  new 
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jobs.  A  dismissal  wage  feature  in  the  insurance  scheme  and 
a  pension  system  would  relieve  pressure  on  the  labour  market 
in  depressions. 

(3)  A  system  of  unemployment  insurance  should  be 
constructed  and  maintained  on  insurance  lines.  The  degree 
of  protection  paid  for  by,  or  in  behalf  of,  the  claimant  and  not 
his  need  is  the  only  proper  determinant  of  the  amount  of 
benefit  he  should  receive. 

(4)  An  insurance  scheme  that  has  adjusted  its  benefits 
to  the  wages  of  the  unskilled  worker  has  difficulty  in  maintain¬ 
ing  the  interest  of  the  insured  in  the  higher  wage  groups.1 

(5)  State  contributions  and  administration  facilitate 
governmental  liberalization  of  the  provisions  and  sacrifice  of 
insurance  principles  under  social  pressure  in  periods  of  dis¬ 
tress. 

(6)  The  system  should  not  be  financed  in  such  a  way 
as  to  force  enterprises  which  have  fairly  even  employment  to 
carry  an  unreasonable  share  of  the  unemployment  costs  of 
industries  with  extremely  irregular  employment. 

(7)  The  fact  that  the  fund  was  depleted  to  meet  the 
chronic  unemployment  of  the  post-war  period,  a  risk  that  had 
not  been  considered,  suggests  that  if  reserves  are  not  pro¬ 
vided  against  all  the  risks,  the  fund  may  be  consumed  in  meet¬ 
ing  any  one  of  them.2 

(8)  The  experience  has  demonstrated  the  importance 
of  a  national  system  of  employment  exchanges  as  an  admin¬ 
istrative  agency,  but  suggests  that  the  exchanges  should  not 
be  burdened  with  insurance  duties  to  the  detriment  of  their 
placement  work. 

(9)  More  elaborate  statistics  are  necessary  to  provide 
an  actuarial  basis. 

1  On  this  point  The  Economist,  May  9,  1931,  says:  “There  is  a 
strong  case  to  be  made  for  either  having  different  scales  of  benefit  in 
different  industries  and  localities  or,  alternately,  making  benefit  pro¬ 
portionate  to  the  wages  earned  by  the  contributor  when  in  employment. 

2  The  Economist,  May  9,  1931,  has  a  somewhat  similar  suggestion: 
“We  are  of  opinion  that  there  is  much  to  be  said  for  having  two  sep¬ 
arate  and  self-contained  funds,  the  one  an  insurance  fund  proper,  the 
other  a  fund  for  financing  the  provision  for  exceptional  unemployment.” 
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(10)  Unemployment  insurance  has  not  overcome  the 
netd  for  a  well-organized  programme  of  relief. 

(11)  Unemployment  insurance  should  not  be  the  sole 
or  eren  major  reliance  in  combating  unemployment.  There 
mustbe  a  framework  of  prevention. 

Cermany  determined  to  profit  by  British  experience.  She 
turned  in  her  law  of  1927,  from  the  tripartite  system  of  con¬ 
tributions  to  equal  contributions  from  employers  and  em¬ 
ployees.  Government  aid  was  limited  to  emergency  unem¬ 
ployment  allowances,  one-fifth  to  be  contributed  by  the 
national  government  and  four-fifths  by  the  localities  needing 
such  spedal  aid.  These  allowances  were  intended  for 
periods  of  iepression  and  were  designed  to  aid  insurable  per¬ 
sons  who  hid  not  qualified  by  contributions  or  had  exhausted 
their  right  to  benefit.  Administration  was  vested  in  an 
autonomous  body,  the  Federal  Institution  for  Placement  and 
Unemploymeit  Insurance,  which  throughout  its  board  of 
directors,  national  administrative  council,  district  and  local 
administrative  committees  was  made  equally  representative 
of  employers  md  employees.  The  flat  rate  of  contributions 
was  rejected  in  favor  of  a  percentage-of -wages  basis  and  the 
flat  rate  of  benefits  in  favor  of  a  scale  graduated  according  to 
eleven  wage  groups.  Participation  of  workers’  organizations 
in  the  administiation  of  the  scheme  as  provided  for  in  Great 
Britain  was  omitted.  Administration  and  finance  were  or¬ 
ganized  by  districts  and  it  was  provided  that  contributions 
might  be  reduce!  for  districts  showing  a  favorable  balance 
as  against  the  Eiglish  procedure  of  rebates  to  individual  em¬ 
ployers  established  by  the  act  of  1911  but  abandoned  by  the 
Act  of  1920. 

Germany’s  severe  unemployment  has  forced  the  Insur¬ 
ance  Institution  to  borrow  from  the  treasury  and  to  a  con¬ 
siderable  degree  the  financial  experience  of  the  British  system 
has  been  repeated.  But  Germany  has  made  a  more  serious 
effort  to  maintain  insurance  principles.  The  contribution 
rate  has  been  raised  from  3  to  3i/2  to  4%  and  recently  to 
6i/2  per  cent.  Loar.s  from  the  treasury  have  been  canceled  on 
the  theory  that  they  were  granted  for  an  emergency.  The 
present  purpose  is  L,hat  the  actuarial  basis  shall  be  resumed 
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with  the  aid  of  the  higher  contributions  and  that  in  future 
borrowing,  with  its  attendant  political  control,  shall  be  avow¬ 
ed.  The  emergency  allowances  are  regarded  as  a  compromfse. 
They  are  opposed  by  the  proponents  of  pure  insurance  aid  a 
movement  to  abolish  them  is  under  way,  leaving  the  uiem- 
ployed  to  rely  either  on  insurance  or  poor  relief. 

The  German  experience  suggests  the  following  considera¬ 
tions  : 

(1)  Opposition  to  state  aid  seems  to  have  been  s;rength- 
ened  by  the  experience  with  government  loans  and  energency 
unemployment  allowances. 

(2)  As  in  Great  Britain,  disregard  of  the  actuarial  prin¬ 
ciples  has  forced  in  the  end  realization  of  the  ne:essity  for 
their  re-establishment. 

(3)  It  has  been  proved  administratively  feasible  to  ad¬ 
just  contributions  and  benefits  to  wages,  that  is,  to  protect 
the  workers’  standard  of  living  rather  than  a  minimum  of 
subsistence  as  in  Great  Britain. 

(4)  The  provision  for  reduction  of  cortributions  bv 
districts  that  have  accumulated  reserves  seem?  to  have  been 
little  if  any  more  effective  than  the  system  of  rebates  in  the 
British  Act  of  1911.  Some  employers  have  bem  all  too  ready 
to  throw  their  employees  upon  the  fund  and  vorkers  in  some 
lines,  such  as  seasonal  industries,  have  participated  unduly  in 
the  benefits. 

(5)  The  experience  has  demonstrated  the  need  for  a 
well  organized  relief  system. 

(6)  As  in  England,  the  unemployment  of  abnormal 
market  conditions,  an  unplanned-for  risk,  has  depleted  the 
fund,  suggesting  again  that  if  all  risks  are  not  provided 
against  the  fund  may  be  consumed  in  meeting  any  one  of 
them. 

(7)  The  experience  has  shown  that  tliere  are  limits  to 
the  benefits  an  insurance  scheme  can  afford. 

It  would  seem  that  the  promoters  of  unemployment  in¬ 
surance  legislation  on  this  side  of  the  Atlantic  should  be  able 
to  profit  by  European  experience.  However,  persons  examin¬ 
ing  that  experience  make  contradictory  deductions,  and  it  may 
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be  throwing  caution  to  the  winds  to  suggest  any  specific  points 
for  consideration.  The  following  highly  tentative  conclusions 
are  given  for  what  they  may  be  worth.  They  involve  some 
repetition  of  points  stated  for  the  three  countries  considered. 

The  federal  form  of  government  in  the  United  States  and 
Canada  will  probably  force  a  piece-meal  approach  to  unem¬ 
ployment  insurance,  especially  in  the  former.  In  other  fed¬ 
eral  countries  financial  aid  from  the  central  government  has 
speeded  up  the  extension  of  coverage,  but  this  implies  par¬ 
ticipation  of  the  state  and  national  governments  in  the  cost 
of  the  insurance.  After  the  British  experience  with  what 
Mr.  Davison  calls  “political  tinkering”  and  in  view  of  Ger¬ 
many’s  action  in  almost  doubling  contributions  from  em¬ 
ployers  and  employees  in  order  to  eliminate  government  aid 
and  sharing  in  administration,  it  might  be  well  in  future  legis¬ 
lation  to  avoid  assistance  from  the  state,  except  perhaps  in 
administrative  expense.  If  state  participation  is  being  ques¬ 
tioned  in  Europe,  we  should  consider  well  before  adopting  it 
in  America,  especially  when  one  remembers  the  experience 
with  Civil  War  pensions  in  the  United  States. 

Government  aid  in  voluntary  schemes  is  not  open  to  the 
same  objection  but  it  is  assumed  that,  with  the  small  develop¬ 
ment  of  voluntary  plans  on  this  side  of  the  Atlantic,  any 
system  of  public  subsidies  is  out  of  the  question  and  that, 
when  legislation  is  enacted,  it  will  embody  the  compulsory 
principle. 

Without  government  aid,  the  acceleration  of  the  spread 
of  legislation  throughout  the  political  subdivisions  of  the  coun¬ 
try  that  comes  from  central  government  participation  in  costs 
is  lost,  and  each  state  is  left  to  enact  its  own  compulsory  law 
whenever  it  so  desires.  It  should  be  added  that  the  principle 
of  no  federal  contributions  would  have  the  advantage  that 
states  without  legislation  would  not  be  taxed  for  the  support 
of  the  systems  of  others. 

With  no  government  sharing  the  burden  of  costs,  it  seems 
essential  that  employees  as  well  as  employers  should  contri¬ 
bute.  In  many  industries  the  cost  of  any  reasonable  measure 
of  protection  would  be  altogether  too  great  to  add  to  payroll 
expense  in  a  brief  span  of  years.  Employee  contributions 
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would  be  contradictory  to  what  has  been  the  predominating 
opinion,  especially  in  the  United  States,  but  that  view  seems 
to  have  been  partly  based  on  a  fallacious  analogy  with  accident 
compensation  where  the  costs  are  much  lower  and  manage¬ 
ment  has  a  larger  measure  of  control.  In  no  existing  com¬ 
pulsory  system  do  the  employees  escape  contributions,  except 
in  Russia.  It  is  noteworthy  that  although  a  vast  majority  of 
the  earlier  American  industrial  pension  plans  were  non-con¬ 
tributory,  as  the  heavy  burden  of  accrued  liability  has  become 
more  apparent  in  recent  years  the  trend  toward  the  contri¬ 
butory  type  of  plan  has  been  pronounced.  Finally,  if  the  em¬ 
ployees  are  to  share  in  the  administration,  it  seems  desirable 
that  they  should  contribute. 

It  would  be  unfortunate  not  to  utilize  the  stimulus  to 
legislation  and  standardization  involved  in  federal  government 
contributions.  We  have  noted  as  a  suggestion  arising  out  of 
the  British  experience  that  systems  of  insurance  for  unem¬ 
ployment  and  old  age  should  be  co-ordinated.  Possibly  this 
offers  a  solution.  There  is  less  objection  to  government  par¬ 
ticipation  in  pension  than  in  unemployment  costs.  True,  pen¬ 
sions  may  be,  and  will  be,  increased  by  governments  and  the 
pension  age  may  be  lowered,  but  the  annuity  cannot  be  granted 
before  the  age  of  eligibility,  the  expectation  of  life  is  reason¬ 
ably  definite,  and  only  a  relatively  small  proportion  of  the 
population  is  affected.  A  national  government  might  perhaps 
announce  the  general  unemployment  insurance  principles  it 
would  favor;  it  might  agree  to  share  in  the  administrative 
expense  of  any  such  plan  established  by  its  political  units , 
with  regard  to  pensions  it  might  indicate  that  it  would  assume 
a  stated  proportion,  or  even  the  entire  pension  costs  of  any 
unit  of  the  federation  that  had  established  the  approved  un¬ 
employment  insurance  system.  By  some  such  indirect  method, 
the  federal  urge  to  the  spread  of  insurance  legislation  and  its 
standardizing  influence  might  be  preserved. 

What  further  standards  should  a  federal  government  es¬ 
tablish  for  unemployment  insurance?  Time  permits  only  the 
barest  statement  of  some  of  them: 

(1)  Equal  contributions  from  employers  and  employees 
and  no  government  contributions  as  already  suggested.  The 
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contributions  should  be  on  a  percentage  of  pay  basis  and,  in 
the  beginning  at  least,  should  be  equal  for  all  industries. 

(2)  The  workers’  contributions  should  be  deducted  reg¬ 
ularly  from  their  pay  by  the  employer  and  forwarded  by  him, 
together  with  his  own  contribution  and  all  necessary  statistical 
data,  to  the  designated  state  authority,  to  be  placed  in  a  state 
fund  for  investment  and  control. 

(3)  The  contributions  of  each  industry  should  constitute 
a  separate  branch  of  the  fund,  and  each  industrial  fund  should 
be  administered  by  a  stabilization  board  established  for  the 
industry. 

(4)  Each  board  should  prescribe  the  benefit  conditions 
for  the  industry  with  the  approval  of  the  state  authority. 
These  conditions  should  include  the  period  to  be  established  for 
the  accumulation  of  reserves,  allocation  of  the  contributions  to 
the  different  risks,  the  rate  and  duration  of  benefits. 

(5)  In  allocating  contributions  to  the  different  risks, 
each  board  should  determine  as  accurately  as  possible  the  rela¬ 
tive  importance  of  ordinary,  emergency  and  separation  unem¬ 
ployment,  and  should  distribute  the  contributions  to  three 
corresponding  accounts  in  the  industry  fund.  Ordinary  un¬ 
employment  might  be  defined  to  include  time  lost  from  season¬ 
al  causes  and  the  day-to-day  loss  of  time  through  miscalcula¬ 
tion  by  management,  climatic  or  other  reasons.  Emergency 
unemployment  should  include  the  unemployment  of  depres¬ 
sions,  and  separation  unemployment  should  include  unemploy¬ 
ment  for  technological  or  other  reasons  which  necessitate  the 

permanent  release  of  the  worker,  in  contrast  with  the  other 

* 

two  types  which  ordinarily  involve  only  temporary  layoff. 

(6)  A  scale  of  benefits,  approved  by  the  governmental 
authority  should  be  established  for  each  of  the  three  accounts. 
For  the  ordinary  account,  benefits  should  be  a  percentage  of 
wages  with  a  fixed  duration  period.  Benefits  on  the  emer¬ 
gency  account  might  have  a  more  flexible  arrangement.  In 
time  of  depression,  a  board,  with  the  approval  of  the  govern¬ 
ment  authority,  might  declare  that  an  emergency  existed  in 
the  industry  and  might  state  a  scale  and  duration  of  benefit. 
At  the  expiration  of  that  period,  another  period  of  benefit 
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might  be  authorized  if  the  circumstances  and  the  state  of  the 
fund  warranted.  Benefit  under  the  separation  account  might 
be  in  the  form  of  a  dismissal  wage,  scaled  to  earnings  and 
length  of  service. 

(7)  The  contributions  from  each  industry  should  be 
pooled  as  an  incentive  to  the  stabilization  board  to  plan  for 
regular  employment  in  the  industrial  group.  With  the  approval 
of  the  government,  each  board  should  establish  an  experience 
rating,  according  to  which  firms  might  be  refunded  a  portion 
of  their  contributions  for  affording  a  prescribed  measure  of 
regular  employment.  This  would  provide  an  incentive  for 
regularization  within  the  plant. 

(8)  As  part  of  the  machinery  of  regularization  within 
the  industry,  stabilization  boards  might  be  authorized  to  es¬ 
tablish  industrial  employment  exchanges  which,  if  conducted 
on  approved  lines,  might  be  financed  from  insurance  contribu¬ 
tions,  or  perhaps  in  large  part  from  public  funds.  In  that  case 
the  central  government  might  bear  part  of  the  cost  of  the  ex¬ 
changes  and  it  should  also  meet  at  least  50  per  cent,  of  the 
budget  of  the  public  exchanges.  One  condition  for  recogni¬ 
tion  of  industrial  exchanges  would  be  their  close  co-ordination 
with  the  public  employment  service. 

(9)  The  stabilization  boards  should  be  equally  repre¬ 
sentative  of  employers  and  employees.  They  should  be  es¬ 
tablished  by  the  state  authority  from  panels  submitted  by 
organizations  of  the  two  parties  in  the  proportion  that  such 
organizations  are  representative  of  management  of  labour  in 
the  industry.  In  the  remaining  degree,  the  members  should 
be  designated  by  the  state  authority.  The  chairman  of  each 
board  should  be  chosen  by  the  members  of  the  board  with  the 
approal  of  the  state. 

Consideration  of  the  terms  of  future  legislation  on  un¬ 
employment  insurance  might  be  carried  much  further  into 
such  matters  as  the  conditions  of  transfer  between  industrial 
funds  and  whether  the  separation  allowance  should  be  on  a 
firm  or  industry  basis. 

The  brief  history  of  unemployment  insurance  has  at  least 
made  clear  that  insurance  is  only  one  unit  in  the  attack  on 
unemployment ;  that  it  is  only  a  part  of  a  larger  programme  of 
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economic  planning.  The  state  that  feels  it  can  rest  on  its 
oars  after  adopting  an  insurance  system  will  be  rudely  shocked 
and  the  social  welfare  workers  who  think  that  all  their  diffi¬ 
cult  cases  will  be  taken  care  of  by  the  insurance  scheme  are 
doomed  to  disappointment.  Indeed,  the  British  experience 
seems  to  have  pointed  to  the  need  for  better  organization  in 
relief  work,  to  the  importance  of  national  standardization  of 
relief  conditions  and  methods,  following  in  some  measure  the 
principles  of  the  insurance  scheme  itself. 

Let  me  repeat  that  I  have  no  strong  convictions  about 
any  of  these  suggestions,  and  that  they  are  submitted  merely 
as  a  basis  for  discussion.  It  should  be  remembered  that  gov¬ 
ernmental  unemployment  insurance  has  a  history  of  only 
thirty  years  and  as  a  national  measure,  of  only  twenty  years. 
The  element  of  trial  and  error  must  loom  large  in  any  system 
for  many  years  to  come.  Fortunately  for  the  American  coun¬ 
tries,  the  European  nations  are  shaping  by  hard  experience, 
certain  principles  that  may  be  found  to  stand  the  test  over 
here  when  we  take  our  part  in  this  field  of  social  experiment. 


UNEMPLOYMENT— DISCUSSION 


H.  A.  Logan. — I  have  been  very  much  interested  in  the  two  excel¬ 
lent  papers  given  here  this  morning  and  it  is  very  encouraging  to  see 
this  problem  of  unemployment  being  discussed  in  a  serious  way.  I  have 
noted  a  change  in  public  attitude,  at  least  in  western  Ontario,  toward 
unemployment  insurance.  Whereas  some  months  ago  it  was  almost 
heresy,  in  many  quarters,  to  mention  such  a  thing,  to-day  there  is  evi¬ 
dence  of  toleration  and  even  of  interest.  The  public,  however,  is  badly  in 
need  of  information  as  to  what  unemployment  insurance  is,  what  it 
would  cost,  and  what  has  been  done  with  it  in  other  countries. 

Referring  to  Mr.  Stewart’s  paper  I  find  myself  in  agreement  so  far 
as  coverage  of  insurance  is  concerned.  Who  should  be  covered  must  be 
a  matter  of  state  determination  in  any  system  which  might  be  adopted 
in  Canada.  The  experience  of  the  international  trade  unions  shows  the 
complete  inadequacy  of  this  means  of  remedy,  and  the  systems  of  state 
subsidies  to  trade  unions  as  practiced  in  Denmark  and  France  is  inap¬ 
plicable  to  the  Canadian  situation. 

As  for  the  benefits,  I  find  the  trend  of  opinion  to  be  away  from  the 
flat  rate  per  man,  as  practiced  in  Britain,  in  favor  of  the  percentage- 
of-wage  system,  as  used  in  Germany.  I  stress  the  point,  however,  that 
this  is  not  a  flat  percentage  of  all  wages,  but  that  wage  rates  are  classi¬ 
fied  so  that  lower  priced  workers  get  a  larger  percentage  of  their  wage 
in  benefits  than  the  higher  priced.  It  is,  therefore,  a  compromise  be¬ 
tween  maintaining  life  in  all  workers  and  continuing  the  standard  of 
living  in  those  accustomed  to  better  things.  I  feel  that  such  a  com¬ 
promise  is  the  proper  method  of  handling  benefits. 

Coming  to  the  question  of  contributions  I  should  like  to  point  out 
the  contrast  in  the  three  systems,  the  British,  the  German,  and  the 
American  or  Wisconsin  Plan.  Which  of  these  plans  is  the  best  is  a 
question  of  great  moment  and  my  own  judgment  upon  it  is  still  lacking 
in  any  finality.  To  answer  this  question  depends  largely  on  what  you 
are  trying  to  do  with  insurance — is  it  a  matter  of  preventing  unemploy¬ 
ment,  or  merely  of  alleviating  a  condition  already  existing?  My  own 
position,  in  contrast  with  those  of  both  papers  of  the  morning,  is  that 
the  prevention  object  should  be  made  co-equal  with  that  of  relief.  With 
this  in  mind  I  question  Mr.  Stewart’s  choice  of  the  German  system  of 
contributing  and  I  should  like  to  point  out  the  benefits  in  each  of  the 
other  plans. 

First,  what  is  to  be  said  for  government  contribution  to  the  fund? 
I  feel  that  it  has  some  merit  from  the  standpoint  of  unemployment  pre¬ 
vention.  Any  political  administration  that  has  to  include  a  large  item, 
say  $75,000,000,  in  its  budget  for  insurance,  and  dig  down  to  get  it, 
would  be  motivated  to  do  all  it  could  to  keep  the  item  small.  There 


U  nemployment — Discussion 


47 


are  possibilities  of  governments  planning  public  works  in  advance  as 
has  been  elaborated  by  Sydney  Webb.  There  may  be  some  possibilities, 
too,  in  governments  exerting  influence  upon  consumers’  habits,  and  so 
steadying  industry.  In  the  event,  however,  of  government  contribution, 
a  large  part  of  it  should  come  from  the  provincial  and  local  units.  There 
is  always  a  tendency  to  regard  the  federal  treasury  as  a  grab  bag. 

Second,  what  of  the  American  plan,  which  puts  the  whole  load  on 
the  employer?  I  favor  laying  the  burden  largely  there.  It  is  with  the 
employers,  not  as  individuals,  but  working  in  co-ordination,  that  pre¬ 
vention  chiefly  lies.  We  are  not  a  nation  of  government  ownership 
chiefly,  but  private  ownership.  If  we  are  to  hold  government  largely 
responsible  for  unemployment  we  should  have  more  government  owner¬ 
ship  and  operation.  Any  plan,  however,  should  be  arranged  to  help  the 
employer  who  makes  a  good  showing.  The  analogy  of  our  workmen’s 
compensation  laws  is  not  inappropriate.  These  have  resulted  in  a  great 
decrease  in  accidents.  Industries  should  be  graded,  and  particular  em¬ 
ployers  perhaps  should  be  favored,  in  accordance  with  experience  records, 
and  the  whole  should  be  left  open  to  frequent  readjustments.  The  idea 
of  stabilization  boards  in  different  industries  is  a  good  one,  and  has  wide 
possibilities. 

Thirdly,  the  workers  should  make  some  contribution.  This  is  chiefly 
for  the  reason  that  otherwise  it  would  not  be  insurance  and  would  be 
too  much  like  a  handout.  It  is  doubtful  if  the  worker,  however,  has 
any  control  over  the  unemployment  prevention  that  would  be  affected 
by  this  point.  Altogether  I  would  suggest  an  arrangement  of  contri¬ 
butions  by  which  one  half  would  be  made  by  employers,  one  quarter 
each  by  employees,  •■and  government. 

Mr.  Stewart’s  effort  to  distinguish  seasonal,  emergency,  and  tech¬ 
nological  unemployment,  and  to  have  separate  funds  for  them  is  theoreti¬ 
cally  good  but  practically  most  difficult.  How  does  one  tell  whether  or 
not  a  shoe  worker  is  at  present  out  of  a  job  because  of  cyclical  or 
technological  reasons. 

I  should  like  to  remind  the  meeting,  in  passing,  that  the  principle 
of  unemployment  insurance  is  not  discountenanced.  Public  opinion  is 
over-colored  by  British  difficulties.  It  is  a  good  service  to-day  to  in¬ 
vestigate  the  possibilities  of  better  conceived  laws  and  enlightened  ad¬ 
ministration. 

Mr.  Marsh  said  in  his  paper  that  he  had  found  it  very  helpful  in 
his  thinking  to  use  the  term  “organization  of  the  labor  market.”  It 
meant  something  more  than  employment  exchanges.  It  meant  first  the 
mobilizing  of  the  commodity  that  had  to  be  exchanged.  He  wondered 
if  there  were  not  possibilities  in  extending  the  functions  of  our  employ¬ 
ment  exchanges  to  carry  on  some  of  these  educational  activities  with  the 
unemployed,  instead  of  leaving  them  to  deteriorate  on  the  side-walk. 
Such  efforts  are  being  made  in  certain  German  cities  where  good  build¬ 
ings  with  class  rooms  are  in  use  for  such  purposes. 
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H.  M.  Cassidy. — I  quite  agree  with  Professor  Marsh  that  in  Canada 
there  is  much  undesirable  and  unnecessary  movement  of  labour  from 
place  to  place,  particularly  in  connection  with  the  search  for  employment 
in  highly  seasonal  occupations;  and  I  concur  in  his  suggestion  that  far 
better  provision  might  be  made  to  organize  and  direct  the  movement  of 
seasonal  workers  into  the  proper  channels.  It  is  absurd  that  two  freight 
trains  passing  each  other  at  Sioux  Lookout  or  Cochrane  or  North  Bay 
should  each  carry  its  quota  of  unskilled  worker  passengers,  the  one 
group  going  to  the  towns  the  other  has  just  left  and  both  groups 
looking  for  jobs.  This  sort  of  thing,  which  has  its  heritage  in  our 
pioneer  tradition  of  moving  on  to  new  frontiers,  new  lands,  new  towns, 
on  slight  provocation,  typifies  the  hit  or  miss  way  in  which,  under  a 
system  of  economic  individualism,  the  supply  of  labour  adjusts  itself 
to  meet  demand.  Clearly  the  process  is  wasteful  of  the  time,  effort, 
health,  morale  and  happiness  of  the  men  concerned.  It  does  not  guar¬ 
antee  that  employers  will  get  the  right  workers  they  need  at  the  right 
time.  It  creates  hoboism  and  other  anti-social  qualities.  It  plagues 
municipal  authorities  with  the  problem  of  the  non-resident  destitute 
person.  To  overcome  such  problems  as  these  everything  possible  ought 
to  be  done  to  prevent  the  unnecessary  movement  of  labour. 

But  I  am  not  at  all  sure  that  the  better  organization  of  labour 
mobility  would,  as  Professor  Marsh  suggests,  lead  to  much  or  any  de¬ 
cline  in  the  volume  of  winter  unemployment.  Professor  Marsh  would 
no  doubt  agree  that  the  basic  reason  for  this  seasonal  slackness  is  the 
lesser  number  of  job  opportunities  available  from  December  until  May. 
Under  present  circumstances,  even  with  a  movement  of  labour  from 
place  to  place  that  is  in  some  measure  chaotic,  vacant  positions  for 
workers  of  little  skill,  who  are  the  most  given  to  wandering  about,  are 
as  a  rule  quickly  filled  during  those  months.  The  reports  of  the  Em¬ 
ployment  Service  of  Canada  show  that  in  winter  the  ratio  of  place¬ 
ments  to  vacancies  is  ordinarily  somewhat  greater  than  in  summer. 
Widespread  unemployment  inevitably  makes  for  an  intensified  pressure 
upon  the  labour  market  for  those  seeking  jobs,  with  the  result  that 
practically  all  of  the  opportunities  for  work  are  bound  to  be  filled  about 
as  quickly  as  they  open  up.  It  follows  that  improved  organization  of 
the  labour  market,  by  itself,  could  add  little  or  not  at  all  to  the  number 
of  persons  employed  in  winter,  although  it  might  do  something  in  this 
direction  in  summer,  when  the  pressure  of  job-seeking  is  typically  much 
less. 

This  leads  to  the  suggestion  that  the  problem  of  winter  unemploy¬ 
ment  does  not  call  so  much  for  better  organization  of  labour  mobility 
as  it  does  for  regularization  of  industry’s  demand  for  labour — a  neces¬ 
sary  condition  for  employment  service  machinery  to  do  what  the  man 
in  the  street  thinks  it  ought  to  do.  Regularization  by  employers,  ex¬ 
tension  of  public  construction  activities  in  the  slack  months,  the  de¬ 
velopment  of  new  devices  to  make  cold-weather  work  practicable — these 
and  other  measures  might  do  a  good  deal  to  lessen  winter  unemployment. 
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It  is  even  possible  that  the  tariff,  that  great  instrument  of  economic 
control  which  is  at  present  so  popular,  might  be  so  used  as  to  give 
special  encouragement  to  industries  that  are  most  active  in  the  winter 
season. 

Dr.  Stewart’s  valuable  paper  has  raised  a  dozen  and  one  important 
issues  that  we  might  discuss  at  length.  May  I  confine  my  attention  to 
three  or  four  that  are  particularly  relevant  to  the  problem  of  establish¬ 
ing  unemployment  insurance  in  this  country. 

Dr.  Stewart  suggests  that  the  unemployment  insurance  should  be 
coordinated  with  a  system  of  old  age  pensions,  so  that  the  pressure  of 
older  workers  upon  the  labour  market  and  upon  the  insurance  fund  may 
be  relieved.  May  not  this  proposal  be  extended  to  include  workmen’s 
compensation,  mothers’  pensions,  health  insurance,  assistance  to  handi¬ 
capped  workers  and  relief  for  unemployables?  It  seems  to  me  that  the 
most  important  argument  for  this,  from  the  viewpoint  of  proper  in¬ 
surance  administration,  is  that  when  there  is  no  provision  for  persons 
facing  destitution  by  reason  of  factors  that  are  largely  unconnected 
with  lack  of  employment  opportunity,  public  opinion  and  administrative 
expediency  may  tend  to  force  them  upon  the  care  of  the  unemployment 
scheme.  In  other  words,  it  may  be  made  the  bag  into  which  all  sorts 
of  destitution  is  dumped.  If  this  is  done  it  becomes  not  insurance,  but 
wholesale  relief,  and  every  authority  will  agree  that  this  is  most  un¬ 
desirable.  In  Canada  municipalities  bear  the  main  responsibility  for 
poor  relief  at  present,  but  there  is  no  definite  agreement  as  to  what 
they  ought  to  do  for  the  destitute,  nor  is  there  any  uniformity  of  prac¬ 
tice,  and  many  of  them  complain  bitterly  that  their  burden  is  unfair. 
Under  these  circumstances  it  may  be  taken  for  granted  that  municipal 
officials  would  bring  much  pressure  to  have  this  transferred,  as  far  as 
possible,  to  an  insurance  fund,  should  one  be  established. 

Dr.  Stewart  also  speaks  of  the  need  for  more  elaborate  statistics 
than  are  commonly  available,  to  ensure  that  a  scheme  is  maintained  on 
a  proper  actuarial  basis.  I  am  sure  that  we  all  agree  that  the  careful 
collection  and  interpretation  of  statistical  data  is  essential  to  the  suc¬ 
cessful  administration  of  an  insurance  fund.  But  I  think  that  the  stress 
on  the  importance  of  statistics  in  connection  with  unemployment  in¬ 
surance  may  readily  be  overdone.  Statistics  of  unemployment  must 
always  refer  to  the  past,  and  no  matter  how  complete  they  are  they 
cannot  provide  an  infallible  guide  to  the  risk  of  unemployment  in  the 
future,  the  point  in  which  the  administrator  is  mainly  interested.  Time 
has  shown  that  the  original  rates  of  contribution  to  the  British  fund 
were  set  much  too  low.  But  could  any  pre-war  data,  no  matter  how 
full,  have  pointed  to  the  terrific  incidence  of  unemployment  in  Britain 
during  the  post-war  decade.  In  Canada  we  have  no  certain  assurance 
that  the  risk  of  unemployment  during  the  next  decade  will  be  the 
same  as  it  has  been  during  the  last  one.  Granting  that  the  figures 
that  we  have  available  are  by  no  means  as  good  as  they  might  be, 
I  am  convinced  that  they  should  be  adequate,  particularly  when  they 
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are  supplemented  by  this  year’s  census  returns,  to  make  reasonable 
calculations  of  the  probable  risk  of  unemployment  during  the  next  few 
years.  There  is  no  reason  why  the  initial  calculations  for  a  Canadian 
insurance  scheme  should  not  be  revised  from  time  to  time  in  the  light 
of  progressive  statistical  data;  and  contributions  to  the  fund  might 
be  modified  accordingly.  If  we  were  to  wait  for  statistics  that  would 
give  us  a  sure  guide  to  the  employment  experience  of  the  future  we 
should  wait  forever,  because  they  would  never  be  available.  The  need 
for  unemployment  insurance  is  too  great  for  it  to  be  delayed  in  the 
interests  of  more  statistics.  Moreover,  the  collection  of  reasonably 
adequate  statistical  data  hinges  upon  registration  of  the  unemployed, 
which  will  only  be  possible  when  we  have  insurance. 

One  of  the  most  important  of  Dr.  Stewart’s  proposals  is  that  on 
the  American  continent  we  should  turn  to  “insurance  by  industry,” 
with  boards  of  employment  stabilization  attached  to  each  industry. 
I  see  a  good  deal  of  merit  in  this  plan,  particularly  in  the  second  part 
of  it.  For  surely  it  is  fatuous  to  provide  insurance  against  unemploy¬ 
ment  without  at  the  same  time  doing  all  that  we  can  to  lessen  the 
risk  of  its  occurrence.  But  I  am  not  sure  that  we  can  insist,  in 
Canada,  that  each  industry  must  separately  bear  the  whole  burden 
of  unemployment  benefits  to  all  the  workers  attached  to  it.  It  would 
certainly  not  be  reasonable  to  expect  such  highly  seasonal  industries  as 
logging,  lake  shipping,  agriculture,  fishing  or  canning  to  provide  full 
benefits  for  their  workers  during  the  slack  seasons,  in  view  of  the  fact 
that  they  are  frequently  employed  in  other  industries  during  these 
periods.  And  it  may  be  questioned  how  far  a  declining  industry  should 
go  in  caring  for  unemployment  created  by  its  recession.  Should  British 
coal,  or  shipbuilding,  or  textiles,  for  example,  have  been  expected  to  bear 
the  whole  burden  of  the  unemployment  among  their  workers  during  the 
last  ten  years?  There  are  also  a  number  of  administrative  difficulties 
in  the  way  of  insurance  by  industry.  It  is  possible,  however,  that  the 
principle  might  be  applied  with  respect  to  the  more  stable  industries, 
such  as  steam  transportation,  municipal  utilities,  and  many  branches  of 
manufacturing,  and  that  other  methods  of  providing  for  workers  at¬ 
tached  to  the  more  irregular  industries  might  be  worked  out.  Whether 
insurance  by  industry  were  attempted  or  not,  partially  or  wholly,  there 
might  be  provision  for  varying  premium  payments  as  between  establish¬ 
ments  in  accordance  with  their  regularity  of  operations,  as  Dr.  Stewart 
also  suggests.  This,  to  my  mind,  is  much  more  important  than  setting 
up  a  series  of  industrial  schemes,  for  it  would  bring  at  least  some  finan¬ 
cial  pressure  to  bear  upon  managers  to  stabilize  their  demand  for  labour 
— something  which  uniform  contributions  from  business  enterprises 
either  to  an  omnibus  state  fund  or  to  an  industrial  fund,  would  not  do. 

Dr.  Stewart’s  views  on  the  dangers  of  governmental  grants  towards 
unemployment  insurance,  and  on  the  advisability  of  insurance  by  in¬ 
dustry  lead  him  to  question  the  wisdom  of  the  Federal  branch  of  govern¬ 
ment  in  Canada  and  the  United  States  assuming  much  responsibility, 
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if  I  interpret  him  aright.  For  reasons  that  are  largely  political  and 
constitutional  Federal  action  in  the  United  States  may  be  unwise — or 
impracticable.  But  I  do  not  think  that  these  reasons  apply  to  Canada 
in  anything  like  the  same  degree.  We  do  not  object  so  strenuously  to 
“governmental  interference”  as  our  American  friends,  we  have  no  con¬ 
stitutional  prohibitions  against  limitation  of  property  rights,  and  the 
British  North  America  Act  is  not  an  insuperable  barrier  against  Federal 
legislation.  The  need  for  unemployment  insurance  is  urgent,  yet  it  is 
unlikely  that  many  of  the  provinces,  by  themselves,  will  set  up  schemes, 
and  it  is  still  less  likely  that  business  enterprises  or  trade  unions  will 
do  much  in  this  direction.  Unless  the  lead  is  taken  by  the  Dominion 
government  progress  in  Canada  is  bound  to  be  very  slow.  At  the  same 
time  the  dangers  of  governmental  subsidies  and  bureaucratic  admini¬ 
stration,  which  Dr.  Stewart  points  out,  should  be  recognized.  But  surely 
they  could  be  guarded  against  in  a  scheme  established  on  the  initiative 
of  the  Dominion. 

Finally,  may  I  congratulate  Dr.  Stewart  upon  the  skilful  way  in 
which  he  has  indicated  to  us  the  complexity  of  the  problem  of  unemploy¬ 
ment  insurance.  There  are  many  difficult  and  controversial  points  that 
deserve  careful  consideration  before  we  set  up  a  program  in  Canada, 
and  it  would  be  well  if  there  were  more  general  recognition  of  the  com¬ 
plexity  of  this  task. 


HOW  HAS  BUSINESS  FORECASTING  STOOD  THE 

TEST? 

[ABSTRACT] 

L.  D.  EDIE. 

Business  forecasting  in  the  United  States  has  been  almost 
completely  dominated  by  a  mathematical  school  of  analysis. 
This  mathematical  school  has  proved  to  be  utterly  unable  to 
cope  with  the  problems  facing  the  world.  Their  method  of 
approach  has  failed  and  confidence  in  it  has  greatly  waned. 

The  most  serious  gap  in  forecasting  has  been  the  fore¬ 
casting  of  commodity  prices.  This  series  continues  in  the 
realm  of  guesswork  despite  all  the  controversy  which  has 
raged  around  price  theory.  One  reason  why  economists 
missed  the  severity  of  the  present  depression  so  badly  was 
simply  that  this  depression  has  whirled  about  the  commodity 
price  center  and  we  have  been  without  proper  guidance  on 
the  center  of  difficulty. 

A  primary  reason  why  economists  missed  fire  in  fore¬ 
casting  the  commodity  price  curve  was  because  they  persis¬ 
tently  ignored  the  monetary  factor  in  commodity  price  de¬ 
termination. 

Forecasting  technique  has  typically  started  by  eliminat¬ 
ing  the  seasonal  factor.  My  observation  is  that  the  seasonal 
factor  is  the  most  dynamic  part  of  the  whole  impulse  to  busi¬ 
ness  activity  or  decline.  The  mathematical  statisticians  have 
been  eliminating  the  very  heart  of  the  forces  which  make  or 
destroy  business  activity. 

Timetable  methods  of  forecasting  have  demonstrated  their 
unreliability.  A  favorite  exercise  of  statisticians  has  been  to 
set  up  all  sorts  of  tables  comparing  the  depth  and  length  of 
past  depressions.  From  this  they  attempt  to  establish  a  proba¬ 
bility  with  respect  to  the  present  depression.  This  non-critical 
and  naive  manner  of  dealing  with  historical  events  has  been 
grossly  misleading  and  deserves  to  be  relegated  to  its  proper 
place. 

I  believe  the  more  open-minded  and  creative  minded  econo¬ 
mists  have  learned  from  this  depression  that  they  must  make 
a  more  microscopic  attack  upon  the  problem.  Instead  of  be- 
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Ing  content  to  deal  with  vast  aggregates  and  universal  aver¬ 
ages  we  are  now  going  directly  into  the  smallest  atoms  of  the 
economic  process,  and  by  making  individual  estimates  of  the 
outlook  we  are  trying  to  build  up  a  composite  estimate.  This 
may  be  illustrated  by  methods  which  I  have  worked  out  in 
attempting  to  follow  the  course  of  the  steel  industry  and  of  the 
automobile  industry. 

Coupled  with  this  microscopic  attack  there  is  urgent  need 
for  more  comprehending  utilization  of  the  available  informa¬ 
tion  on  credit  fluctuations.  Most  forecasters  speak  and  act 
as  if  the  world  were  still  in  a  barter  economy.  The  official 
mind  in  financial  circles  stubbornly  resists  all  attempts  to 
explain  the  great  maladjustments  of  the  world  in  terms  of 
the  monetary  factor.  The  chronic  state  of  this  mental  atti¬ 
tude  largely  explains  why  credit  authorities  were  afraid  a  few 
years  back  to  “sit  on  the  bulges,”  to  use  Paul  Warburg’s 
phrase,  and  also  why  they  now  preach  the  gospel  that  the  func¬ 
tion  of  credit  in  a  period  of  depression  is  purely  negative.1 


1  Federal  Reserve  Bank  of  New  York,  Annual  Report,  1930. 
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BUSINESS  FORECASTING— DISCUSSION 


D.  M.  Marvin. — I  have  been  exceedingly  interested  in  Dr.  Edie’s 
paper,  which  is  a  very  capable  presentation  of  an  approach  to  business 
forecasting.  I  should  rather  like,  in  the  time  at  my  disposal,  to  develop 
some  considerations  which  seem  important  to  me  in  considering  the 
present  situation. 

As  the  beginning  of  astronomy  was  astrology,  that  of  chemistry 
was  alchemy,  so  that  of  physiological  psychology  was  phrenology. 
In  their  original  state,  the  materials  from  which  sciences  have 
been  created  were  peculiar  formulas  of  long  words  with  vague  meanings 
used  for  fortune  telling;  they  were  all  of  the  species  of  magic.  Truth 
could  not  be  refined  from  these  masses  until  the  fires  of  divination  had 
burned  out.  It  is  mankind’s  distrust  of  such  formulas  that  quenches 
these  fires.  Gradually  the  forecasters  and  tipsters  who  displayed  their 
tinsel  have  fallen  into  disrepute  and  have  been  replaced  by  scientists 
who  construct  stable  entities  out  of  hard  facts  and  a  new  science  has 
been  evolved.  It  is  from  an  origin  in  dreams  and  fancies  that  all  human 
knowledge  has  been  created. 

In  the  past,  much  of  economics  was  written  around  the  single  state¬ 
ment  commonly  known  as  the  law  of  supply  and  demand.  Increased 
supply  in  relation  to  demand  lowered  prices,  and  decreased  supply  raised 
prices.  Little  was  known  as  to  the  extent  of  change  in  price  that  would 
result  from  a  given  change  in  supply  or  demand,  and  the  statements  as 
to  money  and  its  value  were  too  vague  to  be  practical.  Approximate 
relationships  were  observed  and  it  was  realised  that  an  increase  in  volume 
of  money  raised  prices  and  a  decrease  lowered  prices,  but  after  all,  this 
too,  was  largely  a  variation  of  the  same  general  theory  which  consti¬ 
tuted  the  shibboleth  of  the  economists.  Economics  could  not  become  a 
science  until  it  had  dispensed  with  vague  generalizations,  and  statisti¬ 
cians  had  made  thousands  of  accurate  observations,  the  results  of  which 
could  be  measured  and  verified.  It  is  hypotheses  built  upon  the  outlines 
furnished  by  measurable  facts  which  constitute  the  crude  material  out 
of  which  a  science  is  fashioned. 

The  observations  and  measurements  necessary  as  a  background  for 
economics  are  being  made.  The  new  facts  revealed  by  these  studies  are 
not  always  in  close  accord  with  preconceived  ideas.  It  is  this  difference 
between  things  as  they  are,  and  things  as  they  were  thought  to  be,  which 
constitutes  the  basis  for  most  of  the  old  mistakes  in  economic  reasoning. 

At  a  time  when  the  world  is  discussing  the  possibility  that  produc¬ 
tion  and  productive  capacity  have  outstripped  potential  demand  and 
when  it  is  suggested  that  this  is  particularly  true  of  raw  materials,  it 
may  be  worth  while  to  examine  the  trend  of  world  production  to  deter¬ 
mine  the  extent  to  which  recent  expansion  has  been  abnormal.  For  the 
past  ten  years,  one  of  the  best  equipped  statistical  laboratories  in  the 
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world,  under  the  guidance  of  Mr.  Carl  Snyder  of  the  Federal  Reserve 
Bank  of  New  York,  has  been  accumulating  the  data  from  which  this 
trend  may  be  calculated.  The  first  and  second  charts  presented  show  the 
annual  production  of  wheat,  wool,  sugar,  cotton  and  corn — agricultural 
products,  and  of  iron,  copper,  tin  and  zinc — mineral  products  upon  which 
industrial  activity  is  dependent.  The  data  covers  a  period  varying  from 
seventy-five  to  one  hundred  years. 

The  annual  expansion  in  each  of  these  types  of  production  has 
been  much  more  regular  than  we  have  been  accustomed  to  believe.  The 
curves  have  been  drawn  on  a  ratio  scale,  which  means  that  if  produc¬ 
tion  had  increased  by  exactly  the  same  percentage  for  a  number  of  years 
the  result  would  be  portrayed  by  a  straight  line.  It  is  the  incline  of 
each  line,  not  its  position  on  the  chart,  that  is  important  when  this 
scale  is  used.  This  scale  has  the  further  advantage  that  it  permits 
direct  visual  comparisons  between  the  rates  of  increase  for  the  various 
commodities  mentioned.  Each  production  curve  is  characterized  by 
relatively  steady  increases. 

It  is  rather  in  contradiction  to  popular  theory  that  each  of  these 
lines  should  be  relatively  straight.  Expansion  has  been  much  more  regu¬ 
lar,  much  more  harmonious,  decidedly  more  consistent  than  has  been 
generally  realized.  Increases  have  not  occurred  by  fits  and  starts.  In 
spite  of  weather  which  has  brought  widespread  crop  failures  at  one 
time  and  another,  the  rate  of  increase  in  various  forms  of  agricultural 
production  has  been  reasonably  steady.  Wheat  and  wool  have  shown  a 
rate  of  increase  approximately  the  same  as  that  of  population.  It  is 
worth  while  to  make  special  note  of  both  the  regularity  and  low  rate  of 
expansion  in  wheat  production  as  compared  with  that  shown  for  other 
commodities.  The  degree  of  variability  in  year  to  year  production  has 
been  much  greater  for  agricultural  products  than  for  minerals.  The 
lines  for  copper,  tin  and  zinc  approximate  a  steady  increase  of  eight 
per  cent  a  year  over  a  long  period.  Where  are  the  business  cycles  which 
have  stimulated  rapid  increases  of  production  for  a  few  years  and  where 
are  the  depressions  which  have  cut  down  production  by  fifteen  or  twenty 
per  cent?  These  curves  give  but  little  encouragement  to  the  theory  of 
the  business  cycle.  There  is  little  or  no  relationship  between  the  breaks 
in  one  curve  and  those  in  the  others.  The  business  cycle  within  each 
country  has  increased  and  decreased  profits;  to  some  extent  there  have 
been  corresponding  increases  and  decreases  in  individual  lines  of  activi¬ 
ty  within  a  country,  but  over  each  industry  as  a  whole,  considered  on  a 
world  scale,  production  of  each  commodity  has  increased  steadily,  and 
substantial  recessions  in  volume  of  production  have  not  taken  place. 

In  Chart  III  there  is  a  curve  showing  the  volume  of  total  production 
for  the  world  as  a  whole.  If  a  ruler  is  placed  on  the  point  indicating 
volume  production  for  1881  and  on  the  point  indicating  that  for  1911, 
it  will  reveal  how  close  world  production  has  come  to  maintaining  the 
same  rate  throughout  the  whole  period.  It  is  this  imaginary  line  that 
gives  one  of  the  best  indications  as  to  the  extent  of  the  set-back  to 
world  production  which  resulted  from  the  war.  Both  before  and  after 
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the  war  the  annual  rate  of  increase  has  been  about  3  per  cent.  The 
rate  of  increase  in  the  United  States  has  been  4  per  cent.  The  period 
of  the  war,  1921,  and  1930  are  the  only  major  breaks  in  the  relative 
smoothness  of  this  curve  of  world  production  except  those  attributable 
to  agriculture.  There  is  no  year  in  which  the  actual  recession  in  total 
world  production  has  amounted  to  more  than  four  per  cent. 

It  is  a  matter  of  some  interest  that  the  minor  irregularities  in  total 
world  output  are  but  a  reflection  of  changes  in  the  volume  of  world 
crops.  The  actual  volume  of  annual  agricultural  production  is  shown 
in  the  second  line  on  the  third  chart.  If  these  irregularities  which  are 
due  to  weather  and  crop  failure  are  eliminated  from  world  production, 
there  is  a  long  period  during  which  this  line  is  almost  mathematically 
straight.  Human  welfare  is  more  dependent  upon  vagaries  of  the  wea¬ 
ther  than  is  realized  by  the  city  dweller. 

It  is  a  function  of  graphs  of  this  type  to  present  the  picture  of  what 
has  taken  place.  Perforce,  the  economist  and  the  theorist  must  adapt 
their  interpretation  of  the  sequence  of  events  to  the  facts  thus  revealed. 
To  both  the  business  man  and  the  economist  the  facts  in  this  discussion 
have  come  somewhat  as  a  surprise.  The  volume  of  production  and  par¬ 
ticularly  the  profits  of  the  concerns  in  which  the  observer  is  most  in¬ 
terested  have  fluctuated  violently.  It  is  only  natural  to  think  of  world 
production  as  fluctuating  in  sympathy  with  the  changes  in  the  business 
cycle  with  which  we  are  familiar.  These  charts  constitute  a  challenge 
to  many  of  our  most  basic  ideas  concerning  economic  development. 

With  accurate  statistics  available  concerning  volume  of  production, 
it  becomes  possible  to  open  the  timely  question  as  to  the  relation  be¬ 
tween  volume  of  production  and  trade  and  volume  of  credit  and  the  price 
level.  For  this  enquiry,  Mr.  Snyder  made  use  of  production,  credit,  and 
price  statistics  of  the  United  States  because  the  data  available  for  that 
country  were  relatively  complete.  Chart  IV  gives  the  results  of  this 
study. 

The  dotted  straight  line  in  the  chart  represents  a  smoothing-out  of 
production.  The  heavy  black  line  is  a  picture  of  the  volume  of  the  loans 
and  investments  of  all  the  banks;  this  line  is  called  an  index  of  credit. 

If  the  chart  is  examined  closely  it  will  be  noted  that  when  the  line 
representing  credit  has  risen  at  a  rate  more  rapid  than  that  of  the  line 
representing  production,  there  has  also  been  a  rise  in  the  second  dotted 
line  representing  the  general  price  level  in  the  United  States. 

From  1897  to  1907  the  volume  of  credit  increased  more  rapidly  than 
production,  and  prices  rose.  From  1893  to  1896  and  from  1929  to  1931 
there  was  no  expansion  of  credit,  the  volume  of  credit  was  not  keeping 
abreast  of  production,  and  in  both  these  instances  prices  fell.  From 
1907  to  1915  the  volume  of  credit  increased  by  almost  exactly  4  per  cent, 
a  year,  the  rate  of  rise  in  production,  and  in  those  years  the  general 
price  level  remained  stable. 

In  a  chart  of  this  size  it  is  not  possible  to  show  this  relationship 
on  a  month-to-month  basis,  but  the  more  detailed  charts  compiled  by  the 
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Federal  Reserve  Bank  of  New  York  show  that  month-to-month  fluctua¬ 
tions  in  prices  are  in  harmony  with  the  relationship  that  has  been 
indicated  above. 

This  relationship  between  volume  of  production  and  trade  and 
volume  of  credit  is  one  of  the  most  important  discoveries  which  has  ever 
been  made  by  the  statistician.  It  implies  that  there  is  a  mathematical 
relationship  between  volume  of  production  and  credit  on  the  one  hand, 
and  the  price  level  on  the  other.  In  fact,  by  dividing  each  given  volume 
of  credit  by  the  corresponding  volume  of  production,  the  level  of  prices 
at  any  particular  moment  is  approximated.  The  fourth  line  in  this  chart 
is  this  ratio  between  volume  of  credit  and  volume  of  production,  or  a 
theoretical  price  level  secured  by  this  mathematical  process  and  without 
the  use  of  any  prices  whatever. 

The  accuracy  with  which  the  line  showing  the  theoretical  price  level 
corresponds  to  the  actual  price  level  is,  in  itself,  a  remarkable  verifica¬ 
tion  of  the  quantity  theory  of  money.  It  must  be  noted  in  this  connec¬ 
tion  that  the  index  of  prices  used  for  this  purpose  is  one  which  gives 
weight  to  all  types  of  prices  and  is  not  the  more  generally  used  index  of 
wholesale  prices.  A  description  of  this  price  index  was  given  in  the 
Monthly  Letter  of  The  Royal  Bank  of  Canada  for  February,  1930.  When 
volume  of  credit  is  increased  more  rapidly  than  production,  prices  rise; 
when  production  increases  more  rapidly  than  volume  of  credit,  prices 
fall.  Neither  process,  unless  carried  to  extremes  as  in  1920-21  and  1930- 
31,  has  a  noticeable  influence  upon  the  total  volume  of  world  production. 

What  is  the  inference  to  be  drawn  from  the  facts  which  we  have 
outlined?  Can  it  be  that  had  the  growth  of  credit  paralleled  the  increase 
in  volume  of  production  and  trade  there  would  have  been  no  substantial 
changes  in  the  general  price  level,  no  major  business  cycles,  no  booms, 
no  severe  depressions?  This  is  indeed  a  startling  concept,  affording  hope 
that  the  social  injustices  inherent  in  all  major  changes  in  the  general 
price  level  might  be  avoided  by  proper  control  of  credit.  This  is  surely 
a  counsel  of  perfection  not  fully  attainable  in  human  affairs,  but  it  is 
clearly  within  the  power  of  the  great  central  banks,  through  appro¬ 
priate  interest  rates  and  open  market  policies,  to  control  within  reason¬ 
able  limits  too  rapid  increase  in  the  volume  of  credit  and  also  to  pre¬ 
vent  contraction  of  the  normal  growth  of  credit,  which  is  the  basis  of 
the  present  world  tragedy.  It  will  be  obvious  that  for  countries  operat¬ 
ing  on  a  gold  basis  the  responsibility  of  the  price  level  lies  almost  alto¬ 
gether  with  the  central  monetary  authorities  of  the  United  States,  Great 
Britain  and  France,  which  hold  about  75  per  cent,  of  the  monetary  gold 
stocks  of  the  world  and  influence  the  bulk  of  the  liquid  capital.  At  the 
present  time,  all  other  countries  must  conform  to  the  composite  policy 
of  these  three  outstanding  financial  powers  or  temporarily  abandon  the 
gold  standard,  as  has  recently  been  done  by  Australia  and  two  or  three 
South  American  countries. 

G.  E.  Jackson. — I  may  be  brief,  because  with  almost  everything  that 
Dr.  Edie  has  said  I  find  myself  in  close  agreement,  as  all  of  us  must  do. 
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The  most  tempting  line  along  which  to  follow  him  is  in  connection 
with  the  monetary  problem,  but  since  it  is  to  be  discussed  fully  tonight 
in  connection  with  gold,  it  is  perhaps  best  avoided  now.  A  single  ob¬ 
servation  must  suffice  here,  apropos  the  vexed  question  of  controlling 
the  price  level  by  means  of  credit  control. 

We  have  been  prone  to  assume  that  the  problem  is  simply  one  of 
the  issuance  of  credit.  But  we  are  faced  today  with  the  problem  of  per¬ 
suading  business  to  use  credit,  which  is  available  in  abundance.  As  it 
takes  two  to  make  a  quarrel,  or  to  make  a  marriage,  so  also  it  takes 
two  to  create  a  credit,  the  banker  who  makes  the  advance,  and  the  busi¬ 
ness  man  who  decides  to  use  it. 

It  seems  to  me  that  we  might  well  spend  a  good  deal  of  time  during 
the  next  few  years  in  a  study  of  the  forces  determining  the  eagerness 
of  business  to  make  use  of  credit  at  certain  times,  and  the  reluctance  of 
business  to  make  use  of  it  at  others.  About  this  we  must  frankly  con¬ 
fess  that  we  now  know  very  little. 

Turning  to  the  scarcely  less  important  question  of  the  technique 
of  analysis,  may  I  suggest  that  our  problems  are  not  mainly  those  of 
forecasting  but  those  of  “hindcasting”. 

Every  attempt  at  forecasting  is  an  attempt  to  answer  two  ques¬ 
tions:  the  first  “Where  have  we  got  to  now?”,  the  second,  “Where  do 
we  go  from  here?”.  Not  till  we  have  answered  the  first  properly  can  we 
begin  to  answer  the  second;  and  so  far  we  have  answered  the  first  ques¬ 
tion  very  badly. 

The  trouble  is  that  our  calculations  of  lines  of  trend,  seasonal  fluc¬ 
tuations,  and  standard  deviations  from  the  normal,  are  all  of  them  based 
upon  periods  in  past  time.  When  we  impose  the  results  of  these  calcu¬ 
lations  upon  the  facts  of  the  present,  we  are  actually  projecting  them 
into  a  time  to  which,  so  far  as  we  know,  they  may  not  apply.  We  pro¬ 
ject  into  the  present,  no  less  than  into  the  future.  We  can  only  state 
the  position  in  which  we  stand  at  any  given  moment,  on  the  assumption 
that  the  relations  that  we  project  from  the  past  into  the  present  actually 
hold  good  in  the  present,  no  less  than  in  the  completed  period  from 
which  they  were  derived.  This  element  of  uncertainty  faces  us,  before 
even  the  first  attempt  is  made  to  forecast  in  the  strict  sense  of  the 
word;  and,  while  we  are  still  in  the  present,  it  may  start  us  in  the 
wrong  direction. 

Not  that  we  should  despise  the  technique  of  analysis  because  it 
serves  us  imperfectly  here.  Personally,  I  cannot  help  feeling  that  our 
technique  should  be  arithmetical  rather  than  mathematical,  for  the  sim¬ 
plest  methods  are  generally  the  best;  but  whatever  its  nature,  since  we 
are  obliged  to  make  quantitative  analyses  in  order  to  disentangle  the 
forces  at  work,  the  technique  must  be  made  as  effective  as  possible. 

Among  the  strictures  that  have  been  passed  on  technical  analysis 
by  Dr.  Edie,  not  the  least  interesting,  for  Canadians,  have  to  do  with 
seasonal  fluctuation. 
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We  live  in  a  country  with  remarkably  great  seasonal  fluctuations. 
They  are  far  greater  than  most  of  those  which  occur  in  the  United 
States,  and  many  times  greater  than  most  of  those  that  occur  in  Eng¬ 
land.  Seasonal  fluctuations  are  of  almost  unique  interest  for  us,  and 
precisely  because  of  this  we  need  worry  less,  I  believe,  about  the  tech¬ 
nical  difficulties  encountered  in  calculating  the  “normal”  seasonal  fluc¬ 
tuation,  than  we  would  need  to  do  were  seasonal  conditions  more  stable. 
Just  because  the  amplitude  of  our  seasonal  movements  is  so  great, 
errors  in  our  calculations  of  seasonal  changes  become  relatively  less 
important.  It  is  where  the  seasonal  movement  has  a  small  amplitude, 
that  these  inevitable  errors  matter  most. 

Nevertheless,  we  must  not  take  for  granted  the  adequacy  of  our 
methods  of  measurement.  I  have  speculated  a  good  deal  lately  as  to 
what  we  should  really  mean  by  the  words  “seasonal  fluctuation”.  There 
is,  on  the  one  hand,  the  seasonal  fluctuation  that  is  exactly  measurable 
and  dependable.  We  know  that  in  the  changing  of  the  seasons,  the 
globe’s  axis  tilts  through  an  angle  of  47° ;  and  we  know  that  it  will 
continue  to  do  the  same  next  year.  But,  on  the  other  hand,  there  is 
also  the  seasonal  fluctuation  that  is  indeterminate  and  undependable. 
When  the  globe’s  axis  tilts,  the  weather  changes.  The  sun’s  rays  change 
their  angle  of  impact  in  a  predictable  manner;  the  wind  systems  of  the 
world  are  re-distributed;  but  the  resultant  warming  of  the  weather  dur¬ 
ing  the  spring  is  not  determined  exactly  by  the  tilting  of  the  globe’s 
axis.  For  a  season,  even  for  a  period  of  seasons,  an  unusually  rapid 
warming  may,  for  quite  other  reasons,  occur,  or  an  unusually  slow 
warming  may  result.  So  it  is  with  our  seasonal  economic  movements. 
They  belong  to  the  second  of  these  categories.  Their  extent  is  uncertain. 
Fundamentally,  perhaps,  they  may  be  traced  to  the  tilting  of  the  globe’s 
axis;  but  we  cannot  depend  upon  it  uniformly  to  produce  the  same  re¬ 
sults  from  year  to  year.  The  seasonal  influence  itself  is  changing  while 
we  measure  it. 

For  the  past  six  or  eight  months  most  of  my  spare  time  has  been 
spent  in  studying  the  changes  that  have  been  occurring  since  the  War, 
in  the  seasonal  forces  affecting  Canadian  business.  Some  appear  to 
have  been  beneficent,  others  to  have  worked  in  a  direction  contrary  to 
our  hopes.  Thus  we  cannot  but  rejoice  that  the  range  of  seasonal  fluc¬ 
tuation  in  the  numbers  employed  in  the  building  industry  has  appar¬ 
ently  been  steadily  lessening  for  a  number  of  years  past.  As  all  of  us 
know,  the  wide  range  of  seasonal  variation  in  all  industrial  employment 
in  Canada  is  largely  traceable  to  this  very  pronounced  swing  in  the 
building  industry.  Nevertheless,  it  appears  also  unfortunately  to  be 
true  that,  while  the  range  of  seasonal  fluctuation  in  the  building  indus¬ 
try  has  been  diminishing  for  these  years  past,  the  range  of  seasonal 
fluctuation  in  the  general  index  of  employment  was  increasing  during  the 
period  of  our  prosperity,  and  is  today  noticeably  larger  than  it  was  ten 
years  ago.  We  should  expect,  prima  facie,  these  two  series  to  move  in 
the  same  direction.  Actually,  they  have  been  moving  in  opposite  direc¬ 
tions. 
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This  is  due,  in  part,  to  the  widening  range  of  seasonal  fluctuation 
in  employment  which  we  find  in  certain  other  industries.  Conspicuous 
among  these  is  the  automobile  industry.  There  is  no  doubt  that  em¬ 
ployment  in  the  production  of  automobiles  has  been  becoming  less  regu¬ 
lar  and  more  precarious  with  the  passage  of  time,  both  in  the  United 
States  and  in  Canada.  May  I  add  that — if  I  were  in  charge  of  the  des¬ 
tinies  of  this  country,  and  framing  its  tariff — I  should  be  disposed  pub¬ 
licly  to  say  to  the  heads  of  the  automobile  industry:  “Gentlemen,  pro¬ 
visionally  I  shall  give  you  the  protection  which  you  want,  but  this  will 
only  be  for  a  period  of  years.  If  within  a  limited  number  of  years  you 
have  not,  to  the  satisfaction  of  the  Government,  reversed  this  trend  and 
done  a  great  deal  to  stabilize  conditions  of  employment  in  your  industry, 
you  may  find  the  schedule  of  automobile  duties  again  revised,  anid  very 
much  to  your  distaste.” 

In  such  a  case  I  would  put  the  problem  squarely  before  the  indus¬ 
try,  and  squarely  before  the  country. 

I  have  not  the  data  here  with  which  to  particularize  on  other  phases 
of  this  question,  nor  would  the  time  at  the  disposal  of  this  meeting  per¬ 
mit  me  to  do  so.  I  mention  these  two  instances,  simply  as  showing  some 
of  the  discoveries  that  are  waiting  to  be  made  when  we  seriously  get 
down  to  the  task  of  analysing  our  time  series  in  this  country. 

Not  the  least  interesting  of  Dr.  Edie’s  many  interesting  observa¬ 
tions,  was  his  expression  of  opinion  that  seasonal  changes  may  pre¬ 
sently  come  to  be  regarded  as  the  operative  changes  which  mainly  de¬ 
termine  the  condition  of  business.  Upon  reading  the  summary  of  his 
address,  which  stated  the  point  of  view  very  briefly,  I  personally  was 
inclined  to  disagree.  Now  that  we  have,  all  of  us,  heard  him  fully  on 
the  question  and  understand  exactly  what  he  meant  by  this,  I  fancy  that 
there  will  not  be  much  disagreement.  I  would  add,  however,  the  fur¬ 
ther  suggestion  which  I  think  is  of  no  less  importance — that  the  condi¬ 
tion  of  business  has  a  good  deal  to  do  with  the  determination  of  the 
seasonal  fluctuations  in  a  particular  period.  For  example,  during  a 
period  of  prosperity,  certain  industries  will  undergo  a  relatively  very 
rapid  expansion.  These  industries  appear  on  the  whole  to  be  indus¬ 
tries  which  suffer  rather  unduly  from  seasonal  fluctuation.  To  the  ex¬ 
tent  that  this  is  so,  during  a  period  of  prosperity  we  may  expect  to  find 
the  range  of  seasonal  fluctuation  enlarged ;  and  conversely,  during  a 
period  of  adversity  we  may,  perhaps,  expect  to  find  the  range  of  sea¬ 
sonal  fluctuations  somewhat  restricted.  This,  at  least,  seems  to  have 
been  the  experience  of  Canada  since  we  began  to  settle  down  from  the 
effects  of  the  War. 

H.  Michell. — I  feel  some  difficulty  in  speaking  on  Dr.  Edie’s  paper, 
as  I  find  myself  in  agreement  with  many  of  his  conclusions,  and  in  com¬ 
plete  disagreement  with  his  final  estimate  of  the  failure  of  economic 
forecasting.  First,  I  agree  with  Dr.  Edie  in  much  of  his  criticism  of 
the  “time  table”  method  of  forecasting,  and  the  obvious  dangers  of  that 
procedure.  But  I  cannot  but  think  that  the  historical  method  of  drawing 
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inferences  from  former  cycles,  which  forms  the  groundwork  of  the  tech¬ 
nique  of  the  Harvard  school  of  statisticians,  is  of  the  utrhost  possible 
value.  In  fact,  I  am  unable  to  see  in  what  other  way  it  is  possible  to 
build  up  any  theory  of  the  cycle.  There  is,  however,  one  reservation 
which  I  must  make,  I  am  skeptical  of  the  value  of  any  analogy  drawn 
from  cycles  in  an  era  of  falling  prices  with  those  in  an  era  of  rising 
prices.  For  that  reason  I  would  rule  out  of  our  purview  the  whole 
period  between  1896  and  1920  in  any  comparison  with  present  conditions, 
and  go  back  to  the  great  downward  trend  from  1873  to  1896,  and  even 
possibly  from  1813  to  1851.  I  am  convinced  that  one  of  the  tasks  of  the 
present  day  economist  is  to  study  conditions  in  that  light,  and  to  recog¬ 
nize  that  the  economics  of  an  era  of  falling  prices  is  essentially  different 
from  that  of  an  era  of  rising  prices. 

With  all  due  respect  to  Dr.  Edie,  I  am  quite  unable  to  agree  with 
him  in  his  criticism  of  the  technique  that  eliminates  seasonal  variations. 
It  is  true,  as  he  says,  that  seasonal  variations  are  “the  most  dynamic 
impulse  to  business  activity  or  decline”.  But  surely  the  method  of  eli¬ 
minating  seasonal  fluctuations,  whether  by  moving  averages  or  link 
relatives  does  not  ignore  these  impulses,  but  rather  prevents  a  distor¬ 
tion  of  our  view  of  passing  events.  The  problem  before  the  observer  is 
to  determine  whether  or  not  a  seasonal  fluctuation,  up  or  down,  is  sig¬ 
nificant.  Is  it  really  a  “dynamic  impulse”,  or  merely  a  seasonal  move¬ 
ment  and  of  no  importance?  Surely  in  such  a  dilemma  the  oniy  safe 
method  to  use  is  that  of  elimination  of  seasonal  fluctuation?  Or  perhaps 
I  should  rather  say,  is  not  the  method  of  seasonal  elimination  the  safest 
approach  to  the  problem? 

Dr.  Edie  pleads  for  a  more  microscopical  attack  on  the  problem 
of  the  cycle,  and  suggests  the  steel  industry  as  a  fit  subject  for  intensive 
research.  I  welcome  this  suggestion,  and  hope  Dr.  Edie  will  carry  it 
out  himself  or  inspire  others  to  do  so.  But  at  the  same  time  I  must 
confess  myself  dubious  of  the  results,  and  that  for  one  reason.  The 
most  baffling  to  the  statistician  of  all  the  difficulties  inherent  in  the 
cycle  is  that  of  the  shifting  of  the  sequence  of  the  various  significant 
series.  Dr.  Ernst  Wagemann,  the  eminent  German  statistician,  in  his 
brilliant  but,  I  must  sadly  confess  for  myself  at  least,  somewhat  obscure 
work  on  “Economic  Rhythms”  encounters  the  same  problem,  and  if  I 
understand  him  aright,  leaves  it  unsolved.  While  I  would  not  venture 
to  reject  Dr.  E die’s  suggestion  of  a  more  microscopical  attack  as  im¬ 
practicable,  I  do  apprehend  very  grave  difficulties  in  the  way. 

And  finally,  I  find  myself  in  complete  disagreement  with  Dr.  Edie 
in  his  stand  that  it  may  be  possible  to  forecast  for  three  or  four  months 
ahead.  Surely  that  is  hardly  more  than  intelligent  anticipation  which 
any  alert  mind  may  accomplish?  In  such  short  time  forecasting  I  see 
the  greatest  pitfall  in  the  path  of  the  statistician,  and  I  speak  feelingly 
as  one  who  has  fallen  into  such  a  trap  and  suffered  bruises  therefrom. 
In  the  early  Spring  of  1929  every  danger  signal  was  flying,  and  I  must 
confess  that  I  thought  the  collapse  of  the  stock  exchange  in  March  and 
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April  marked  the  end  of  the  great  Bull  Market,  and  was  utterly  un¬ 
prepared  for  its  last  frenzied  phases  of  the  Summer  of  that  year.  I 
am  still  unable  to  see  how  any  system  of  short  time  forecasting  could 
possibly  have  anticipated  that.  If  the  economic  forecaster  would  sur¬ 
render  any  pretensions  to  being  able  to  call  every  turn,  and  would  con¬ 
fine  himself  to  an  exposition  of  the  great  sweep  of  the  cycle,  he  would 
save  himself  and  others  from  serious  mistakes,  and  do  a  work  of  great 
importance.  In  conclusion,  I  do  assert  that  our  debt  to  the  econo¬ 
mic  statistician  who  has  so  patiently  and  labouriously  evolved  a  tech¬ 
nique  for  the  study  of  the  cycle  is  very  great,  and  our  debt  is  greatest 
to  the  Harvard  school  founded  by  Dr.  Warren  Persons. 


IS  OUR  ECONOMIC  SYSTEM  BANKRUPT? 

[PRESIDENTIAL  ADDRESS] 

0.  D.  SKELTON 

This  second  annual  meeting  of  our  young  Association 
comes  at  a  time  when  Canada  and  the  world  at  large  are  in 
the  grip  of  economic  depression,  deep  in  the  trough  of  the 
economic  wave.  It  is  a  depression  of  unparalleled  range  and 
serious  import.  We  are  told  in  fact  that  it  means  the  end 
of  the  present  economic  system,  the  bankruptcy  of  capitalism 
and  it  may  be  the  passing  of  democracy. 

There  is  no  question  of  the  seriousness  of  the  situation. 
Throughout  the  world  today  some  fifteen  to  twenty  million 
men,  able  and  willing  to  work,  cannot  find  work  to  do,  with 
all  the  physical  suffering,  the  demoralization  of  spirit,  the 
weakening  of  fibre  that  continued  unemployment  involves. 
We  have  seeen  a  collapse  of  commodity  prices  rarely  paral¬ 
leled  in  its  suddenness  and  its  extent;  a  collapse  particularly 
affecting  raw  materials  and  food  products — wheat  and  sugar, 
coffee  and  cocoa,  wool  and  cotton,  flax  and  jute,  copper  and 
lead,  oil  and  rubber,  selling  at  one-half  to  one-third  of  the 
highs  attained  within  the  past  half  dozen  years.  We  see  as 
an  immediate  consequence  farmers  forced  to  sell  at  prices 
below  cost  of  production  while  meeting  mortgage  interest  and 
machinery  payments  and  other  commitments  incurred  on  the 
higher  level ;  manufacturers  with  fixed  charges  to  meet  which 
only  large  output  can  cover,  and  yet  hesitant  to  buy  and  con¬ 
tract  ahead  on  a  falling  market;  and  taxpayers  dimly  begin¬ 
ning  to  realize  that  if  the  present  level  of  prices  continues, 
the  national  and  local  debts  they  have  shouldered  will  weigh 
half  as  heavy  again;  we  in  Canada,  for  example,  finding  that 
the  fall  of  prices,  if  it  continues,  will  more  than  offset  all  the 
payments  our  finance  ministers  have  made  on  our  national 
debt  since  the  war,  and  make  our  debt  of  Sisyphus  a  relatively 
heavier  burden  than  it  was  a  dozen  years  ago.  We  have  seen 
the  bottom  fall  out  of  the  stock  market  and  speculators  with 
their  paper  millions  and  the  little  folk  who  had  followed  them 
down  the  primrose  path,  still  gazing  regretfully,  if  not  re- 
pentingly,  at  the  vanished  dream.  We  have  seen  above  all 
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the  paradox  of  vast  surpluses  of  the  goods  we  have  to  sell, 
mountains  of  wheat,  seas  of  oil,  unsaleable  at  the  very  time 
when  men  are  most  in  need.  It  is  not  surprising  that  class 
antagonisms  sharpen,  political  controversies  grow  more  fierce 
and  reckless,  and  national  nerves  are  set  on  edge.  Kings  and 
presidents  and  governments  fall  over  night.  A  distinguished 
Englishman  prophesies  that  if  two  more  hard  winters  follow, 
not  a  democratic  country  in  Europe  can  be  assured  against  a 
Fascist  or  a  Bolshevist  revolution.  Dean  Donham  declares 
that  capitalism  is  on  trial,  that  the  present  situation  in  the 
United  States,  and  in  all  the  great  industrial  nations  of  the 
world,  is  a  major  breakdown  of  capitalism.  In  France,  Jo¬ 
seph  Caillaux  warns  us  that  we  must  prepare  and  prepare  now 
for  the  renovation  of  capitalism  as  the  only  means  of  preserv¬ 
ing  world  civilization  from  chaos. 

Criticism  of  an  economic  system  which  can  produce  such 
wide  disaster  is  sharpened  by  a  two-fold  contrast.  Contrast, 
first,  with  the  blatant  if  uneven  prosperity  of  two  short  years 
ago,  when  the  law  of  gravity  and  any  old-fashioned  economic 
laws  which  were  found  inconvenient  had  been  declared  null 
and  void  so  far  as  the  stock-market  was  concerned;  when  in¬ 
dustry  was  geared  on  high,  attaining  new  speeds  with  each 
new  yearly  model ;  when  markets  were  held  to  have  no  satura¬ 
tion  point,  when  two  cars  per  family,  two  radios  in  the  home 
and  one  in  the  motor  car,  and  at  least  one  electric  refrigerator 
per  kitchen  were  the  ideals  set  before  us,  and  when  instal¬ 
ment  buying  had  provided  vast  new  pools  of  credit  to  pay  for 
these  desired  possessions;  when  prophets  were  .declaring  that 
the  genius  of  our  captains  of  industry  and  the  dope  of  their 
lieutenants  of  barometric  statistics  had  ended  all  danger  of 
crises.  Now,  we  face  disillusionment,  we  have  watched  the 
pricking  of  many  bubbles  of  prophecy  and  reputation,  and  in 
natural  reaction,  turn  on  the  gods  we  worshipped  yester  year. 

Contrast,  second,  with  the  picture  that  is  drawn  for  us 
of  a  rival  economic  system,  an  alternative  way  of  life,  the  ex¬ 
periment  now  being  carried  out  by,  or  on,  the  150  million 
people  of  the  great  continent  we  call  Russia,  a  system  which 
claims  to  offer  order  instead  of  chaos,  planning  instead  of 
drifting,  production  for  social  use  instead  of  production  for 
private  profit,  fiery  confidence  instead  of  wearied  doubt,  a  new 
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world  where  unemployment  is  unknown  and  over-production 
far  in  the  future.  For  the  first  time,  in  a  great  world  crisis, 
we  are  faced,  tempted,  taunted,  with  a  practical  alternative,  a 
seeming  way  of  escape,  not  a  bookish  Utopia,  not  a  fanatic’s 
dream,  but  a  working  model,  a  going  concern. 

It  is  not  surprising,  therefore,  that  our  economic  system 
is  under  challenge  as  never  before,  that  even  some  high  priests 
of  the  temple  of  finance  have  expressed  vague  doubts,  and  the 
most  conservative  of  plutocrats  have  been  forced  to  searching 
of  hearts  (and  pockets). 

May  I  quote  in  this  connection  a  vivid  bit  of  description: 

The  whole  industrial  and  commercial  world  ...  is  thrown  out 
of  joint  once  every  ten  years.  Commerce  is  at  a  standstill,  the  markets 
are  glutted,  products  accumulate,  as  multitudinous  as  they  are  unsale¬ 
able,  hard  cash  disappears,  credit  vanishes,  factories  are  closed,  the 
mass  of  the  workers  are  in  want  of  the  means  of  subsistence,  because 
they  have  produced  too  much  of  the  means  of  subsistence ;  bank¬ 
ruptcy  follows  upon  bankruptcy,  execution  upon  execution.  The  stag¬ 
nation  lasts  for  years;  productive  forces  and  products  are  wasted  and 
destroyed  wholesale,  until  the  accumulated  mass  of  commodities  finally 
filters  off,  more  or  less  depreciated  in  value,  until  production  and  ex¬ 
change  gradually  begin  to  move  again.  Little  by  little  the  pace  quick¬ 
ens.  It  becomes  a  trot.  The  industrial  trot  breaks  into  a  canter,  the 
canter  in  turn  grows  into  the  headlong  gallop  of  a  perfect  steeplechase 
of  industry,  commercial  credit  and  speculation,  which  finally,  after 
breakneck  leaps,  ends  where  it  began — in  the  ditch  of  a  crisis.  And  so 
over  and  over. 

That  was  written  by  Frederick  Engels,  alter  ego  of  Karl 
Marx,  full  forty  years  ago.  His  disciples  insist  it  is  even 
truer  today. 

Let  us  briefly,  then,  inquire  how  our  present  economic 
system  meets  the  test  by  which  an  economic  system  must  be 
judged — its  effectiveness  in  providing  the  people  living  under 
it  with  the  goods  and  services  they  need  or  want.  With  what 
they  want,  I  have  suggested,  that  average  of  wants,  that  stan¬ 
dard  of  living,  which  is  set  by  no  man  but  is  shaped  out  of  the 
physical  needs,  the  spiritual  cravings,  the  social  ambitions, 
the  blind  imitative  strivings,  the  blatant  urgings  and  subtle 
suggestions,  the  endless  comparings  of  values,  of  millions  of 
men.  Such  a  standard  may  not,  cannot,  conform  to  the  high¬ 
est  ethical  or  esthetic  judgment  of  the  day.  It  may  be  that 
the  public  sense  of  values  is  distorted,  that  judged  by  our 
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expenditure  we  on  this  continent  rate  cigarettes  higher  than 
universities,  lipsticks  than  foreign  missions,  comic  strips  than 
art  galleries,  but  that  is  aside  from  the  point.  Let  us  try 
singly  and  collectively  to  better  it,  let  us  seek  the  simpler  life 
if  we  will,  but  meanwhile  that  standard  is  the  starting-point 
of  any  present-day  economic  system.  There  is  little  indica¬ 
tion  that  under  any  likely  alternative  society  the  scale  of 
values  would  greatly  vary ;  certainly  in  the  alternative  system 
now  most  widely  urged  there  is  a  still  greater  obsession  with 
economic  goods,  a  more  extreme  and  naked  worship  of  ma¬ 
terial  abundance,  a  more  complete  commitment  to  the  ma¬ 
chines  which  have  been  borrowed  wholesale  from  the  despised 
capitalist  countries,  a  more  incessant  striving  for  bigger  and 
better  steel-mills,  tractors,  harvest-thresher  combines,  grain 
elevators,  cement  mills,  tenements,  a  more  single-minded  in¬ 
terpretation  of  life  in  terms  of  kilowatts  and  production  curves 
than  in  our  effete  system;  the  end  is  the  same,  only  more  so; 
it  is  the  means  that  is  different.  John  Ruskin  would  explode, 
William  Morris  would  weep,  over  the  communism  equally  with 
the  capitalism  of  our  times.  For  after  all  has  not  latter-day 
communism  been  defined,  with  two-edged  cynicism,  as  merely 
capitalism  in  a  hurry,  plus  the  Ogpu? 

How  successful,  then,  is  our  present  economic  system  in 
supplying  us  with  the  goods  and  services  we  demand?  Has 
it  succeeded,  first,  on  the  side  of  production,  in  giving  a  ris¬ 
ing  total  output?  Has  it  succeeded,  again,  on  the  side  of  dis¬ 
tribution,  in  ensuring  a  fair  and  rational  sharing  of  this  total 
product  among  those  who  have  directly  or  indirectly  aided  in 
its  making?  Has  it  succeeded,  finally,  on  the  side  of  security, 
in  giving  a  reasonable  assurance  of  stability,  a  reliable  pros¬ 
pect  of  continuing  safety  and  prosperity?  These  are  large 
questions,  and  obviously  limitations  of  time  and  capacity  per¬ 
mit  merely  opening  up  a  few  angles  of  each  question. 

The  test  of  productiveness  is  most  easily  met.  There  is 
no  room  for  doubting  the  mastery  which  man  has  attained, 
the  tremendous  effectiveness  of  the  modern  industrial  system. 
The  industrial  revolution  which  began  in  the  Britain  of  a  hun¬ 
dred  and  fifty  years  ago  has  gone  on  widening  in  extent  until 
it  has  reached  nearly  every  corner  of  the  earth,  and  increas¬ 
ing  in  tempo  until  of  late  years  it  has  aroused  fears  of  out- 
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running  consumption.  Under  our  system  of  specialized  tasks, 
individual  initiative,  more  or  less  free  competition,  and  state 
regulation,  driven  onward  by  the  urge  of  necessity,  the  lure 
of  profit,  the  pride  of  achievement,  the  instinct  of  workman¬ 
ship,  we  have  harnessed  science,  developed  technique,  sought 
out  opportunities  at  home  and  ransacked  the  world.  We  have 
developed  machines  of  incredible  ingenuity  and  efficiency; 
prodigious  and  newly  flexible  power  to  drive  them ;  changing 
forms  of  corporate  organization  and  financial  interweaving 
to  accumulate  the  capital  and  provide  the  credit  necessary  for 
their  making  and  their  working ;  specialized  management  with 
its  emphasis  on  mass-production,  its  standardized  products, 
simplified  practice,  and  utilized  waste,  its  organized  research, 
planning  and  budgeting,  its  inventory  control  and  statistical 
analysis,  and  its  more  recent  and  more  limited  appreciation 
of  the  need  of  cooperation  with  the  workman  and  of  the  need 
of  developing  professional  ethics,  above  all  with  its  optimistic 
energy;  and  a  working  force  of  steadily  growing  education, 
capacity,  and  effective  organization — these  all  have  cooperated 
to  dower  the  most  highly  industrialized  countries  with  a  wealth 
incalculably  beyond  the  dreams  of  a  bare  century  or  two  ago. 
The  Committee  on  Recent  Economic  Changes  in  the  United 
States  has  thus  summed  up  its  conclusions,  writing,  it  is  to 
be  observed,  in  1929,  not  in  1931 : 

The  Committee,  like  other  observers,  was  early  impressed  by  the 
degree  of  economic  activity  in  these  seven  years  (1922-1929).  It  was 
struck  by  the  outpouring  of  energy  which  piled  up  skyscrapers  in  scores 
of  cities;  knit  the  48  states  together  with  20,000  miles  of  airways;  moved 
each  year  over  railways  and  waterways  more  than  a  billion  and  a  half 
tons  of  freight;  thronged  the  highways  with  25,000,000  motor  cars;  car¬ 
ried  electricity  to  17,000,000  houses;  sent  each  year  3,750,000  children 
to  high  school  and  more  than  1,000,000  young  men  and  women  to  college; 
and  fed,  clothed,  housed  and  amused  the  120,000,000  persons  who  occupy 
our  twentieth  of  the  habitable  area  of  the  earth. 

The  same  Committee  found  that  the  rate  of  increase  in 
productivity,  far  fiom  slackening,  was  proceeding  at  an  ac¬ 
celerated  pace.  It  declared : 

Since  1922  primary  production  has  been  increasing  2.5  per  cent,  a 
year;  manufacturing  4  per  cent.;  and  transportation  4  per  cent.  There 
have  been  prosperous  periods  in  the  past  which  may  have  surpassed  these 
rates  of  increase,  but  none  so  far  as  the  committee  can  learn,  which  have 
shown  such  a  striking  increase  in  productivity  per  man  hour.  Not- 
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withstanding  the  reductions  in  hours  of  labour,  per  capita  productivity 
is  nearly  60  per  cent,  greater  than  it  was  toward  the  close  of  the  nine¬ 
teenth  century;  the  increase  in  per  capita  productivity  in  manufactur¬ 
ing  from  1922  to  1925  was  35  per  cent.;  the  productivity  of  farm  work¬ 
ers  has  increased  at  a  rate  probably  never  before  equalled. 

Nor  has  Canada  been  behindhand.  A  country  which  with 
a  growth  of  only  fifty  per  cent,  in  population  in  a  quarter  cen¬ 
tury,  saw  its  production  of  wheat  grow  tenfold  in  volume,  its 
hydro-electric  installation  expand  twentyfold,  its  output  of 
manufactures  increase  fourfold  in  value,  its  export  trade  four¬ 
fold  and  bank  clearings  twice  as  rapidly,  making  corrections 
for  changes  in  price  level,  cannot  be  held  to  have  failed  in  its 
primary  economic  task.  It  is  true  that  in  Canada,  as  in  other 
countries,  not  all  industries  have  shared  in  the  same  rate  of 
growth ;  cotton  has  suffered  as  rayon  grew,  the  railways  have 
halted  as  the  motor  vehicle  advanced. 

By  and  large  the  growth  in  productivity  here  and  else¬ 
where  has  been  so  marked,  so  undeniable,  that  criticism  has 
shifted  its  base.  We  are  now  told  that  production  has  outrun 
consumption,  that  the  machine  has  run  away  with  mankind, 
that  we  are  like  to  be  swamped  under  the  surplus  of  the  wealth 
we  have  produced.  I  do  not  think  we  need  have  any  fears  on 
this  score;  much  of  our  production  has  been  misdirected,  it 
is  true ;  the  saturation  point  has  been  reached  with  many  pro¬ 
ducts,  the  balance  between  productive  capacity  and  purchas¬ 
ing  power  has  frequently  been  lost;  but  there  is  no  present 
possibility  of  production  as  a  whole  outrunning  the  endlessly 
diverse  and  ceaselessly  expanding  demands  of  human  desire. 
But  it  is  at  least  a  sign  of  the  times  that  criticism  now  charges 
too  great,  not  too  little  productivity.  A  century  or  so  ago,  Mal¬ 
thusian  pessimists  forecast  a  world  where  population  would 
outrun  bare  subsistence ;  looking  back  now  we  see,  to  use  Mal- 
thus’  phrase,  that  it  would  be  nearer  the  fact  to  say  that  it  is 
population  which  has  increased  merely  at  an  arithmetic  ratio, 
while  production  has  increased  at  a  geometric  ratio,  rather 
than  the  other  way  about.  We  have  far  cutrun  the  provision 
of  bare  subsistence ;  it  is  the  growth  of  surplus  wants,  of  de¬ 
mands  for  one-time  luxuries  now  become  necessities,  of  con¬ 
ventional  ways  of  living,  that  create  our  present  problem. 
Our  productive  system  is  far  from  perfect;  there  is  tremen¬ 
dous  waste  of  human  energy,  waste  of  natural  resources; 
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there  will  be  ceaseless  need  for  betterment  if  our  rising  stan¬ 
dards  and  our  growing  sense  of  social  justice  are  to  find  satis¬ 
faction,  but  if  we  keep  a  proper  perspective  we  must  admit 
the  tremendous  results  that  have  already  been  achieved. 

The  second  test,  how  far  our  economic  system  has  been 
successful  on  the  side  of  distribution,  is  a  harder  one  to  meet. 
Is  the  total  joint  product  of  our  labors  sufficient  to  satisfy  the 
total  demands  made  upon  it?  Whether  adequate  or  not  in  the 
lump,  is  it  so  unevenly  divided  as  to  deprive  the  average 
worker  of  a  chance  of  attaining  a  decent  standard  of  living? 
Are  things  getting  better  or  worse,  are  the  mass  of  the  people 
receiving  a  due  share  of  the  fruits  of  the  increasing  produc¬ 
tivity  we  have  just  surveyed,  or  are  the  rich  growing  richer, 
and  the  poor  growing  poorer?  From  these  and  similar  angles 
the  question  of  distribution  forces  itself  upon  our  attention. 

Certainly  there  leap  to  our  eyes  many  a  hard  case,  many 
a  bitter  contrast,  which  challenge  the  fairness  and  the  ade¬ 
quacy  of  the  sharing.  Leaving  aside  for  the  moment  the 
chance  of  unemployment  and  other  insecurities  that  beset  the 
path,  and  considering  the  position  in  the  more  prosperous 
years  of  the  economic  cycle  and  the  individual’s  working  life, 
we  are  faced  with  countless  discrepancies  between  toil  and 
reward,  vast  gulfs  dividing  Lazarus  and  Dives,  flaunting 
wealth  won  by  lucky  chance  or  brazen  fraud,  glaring  contrasts 
between  the  splendor  and  ease  of  the  fortunate  few  and  the 
drab  and  sordid  hopelessness  of  the  losers  in  the  race.  Yet 
spectacular  as  are  these  instances  of  the  ill  working  of  the 
system,  we  must  not  without  a  wider  view  conclude  that  our 
economic  system  on  its  distribution  side  is  but  a  lottery,  and 
crooked  at  that. 

Let  us  in  the  first  place  remember  how  hard  a  test  it  is 
that  the  first  question  suggested  a  moment  ago  involves,  name¬ 
ly,  whether  the  total  product  is  sufficient  to  meet  the  total 
demands  upon  it,  sufficient  to  provide  an  adequate  standard 
of  living  for  all?  I  have  put  this  first  to  emphasize  the  de¬ 
pendence  of  distribution  on  production;  too  often,  in  our 
search  for  social  justice  we  ignore  the  importance  of  the  divi¬ 
dend  and  concentrate  attention  wholly  on  the  division ;  in  older 
lands  perhaps  this  is  true  more  so  than  on  this  continent. 
When  we  examine  this  question,  we  see  there  are  two  sides  to 
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the  equation,  the  total  of  our  efforts  on  the  one  side  and  the 
total  of  our  demands  on  the  other — our  backbones  versus  our 
wishbones.  Once  this  is  seen,  we  realize  that  however  the 
total  productivity  of  a  progressive  community  may  increase, 
as  compared  with  the  productivity  of  an  earlier  day  or  of  other 
economic  systems,  it  is  impossible  for  it  to  equal  the  other 
term,  the  total  of  our  desires,  even  if  this  is  interpreted  not 
as  the  sum  of  individual  day  dreams  but  as  the  sum  of  what 
enlightened  general  opinion  has  come  to  consider  adequate 
standards  of  decency  and  comfort.  The  fact  is  that  our  stan¬ 
dards  rise  faster  than  our  achievements,  that  each  new  height 
attained  merely  opens  up  new  vistas,  new  goals  of  desire.  The 
luxuries  of  one  day  become  the  necessities  of  the  next,  the 
leisure  or  the  enjoyments  of  the  few  are  demanded  by  the 
many,  in  increasing  instalments.  We  are  dealing  not  with 
merely  physical  standards,  the  mere  physiological  minimum 
of  calories  and  clothing  necessary  to  sustain  life;  our  stan¬ 
dards  are  conventional  standards,  standards  which  include 
some  expression,  crude  though  it  may  be,  of  personality,  some 
share  of  the  amenities  of  living.  Once  we  include  such  ele¬ 
ments  in  our  standards,  there  is  no  halting.  If  production  ever 
catches  up  to  our  standard,  it  will  be  a  sign  not  that  we  have 
attained  perfection,  but  that  we  have  settled  down  in  stag¬ 
nation.  That  this  is  so  is  no  reason  for  relaxing  in  our  ef¬ 
forts,  but  it  is  a  consideration  that  must  ever  be  borne  in  mind 
in  judging  the  working  of  an  economic  system,  a  reason  against 
discarding  the  stimulus  found  of  most  service  in  increasing 
production.  “Individual  ambition  will  always  keep  men’s  de¬ 
mands  on  life  high ;  individual  ambition  must  be  harnessed  to 
keep  the  supply  approximating  to  that  high  demand.”  Our 
economic  system  has  not  produced,  cannot  produce,  what  to¬ 
morrow’s  standards  demand;  it  has  produced  a  total  exceed¬ 
ing  the  demand  of  yesterday. 

To  go  on  to  the  second  angle  of  this  question:  whether 
or  not  the  dividend  equals  or  can  equal  demand,  is  it  so  divided 
as  to  deprive  the  great  mass  of  the  people  of  a  reasonable 
share?  More  definitely,  are  things  getting  better  or  worse 
from  this  angle,  are  the  masses  sharing  in  the  increased  pro¬ 
ductivity  of  which  we  boast,  or  is  the  gap  between  rich  and 
poor  ever  widening? 
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What  is  a  reasonable  basis  of  division?  Not  on  the  one 
hand  such  as  to  give  us  a  nation  of  millionaires  and  paupers, 
not,  on  the  other,  a  dead  level  of  equality,  but  such  a  division 
as  would  avert  that  poverty  which  means  degradation,  starva¬ 
tion  of  body  and  soul,  as  would  assure  the  average  household 
an  increasing  share  of  the  amenities  of  life,  and  as  would  re¬ 
tain  that  measure  of  greater  wealth  which  corresponds  to  dif¬ 
ferences  in  enterprise,  industry  and  thrift  and  which  experi¬ 
ence  has  shown  is  an  indispensable  stimulus  to  that  high  pro¬ 
duction  on  which  the  fortunes  of  the  whole  community  de¬ 
pend.  If  that  is  our  standard,  it  has  not  yet  been  attained. 
The  contrasts  between  the  two  extremes  are  still  too  great; 
there  is  too  large  a  submerged  class,  and  the  emerged  at  the 
other  end  frequently  receive  rewards  out  of  proportion  with 
any  greater  ability  and  greater  economic  service  they  may 
render.  But  we  are  making  progress,  coming  nearer  that  goal. 

There  can  be  no  doubt  that  as  regards  the  great  mass  of 
the  people  of  our  modern  communities,  the  standard  of  living 
has  been  advancing.  The  evidence  faces  us  on  every  hand,  in 
the  facts  of  common  knowledge.  We  see  the  improvement  in 
meeting  the  primary  requirements  of  food,  clothing,  and  shel¬ 
ter  :  the  marked  growth  in  the  variety  and  quality  of  the  aver¬ 
age  diet,  the  more  dubious  but  equally  striking  increase  in  the 
variety  and  range  of  the  clothing  of  the  average  man  and  wo¬ 
man,  the  improvement  in  the  convenience  if  not  the  durability 
of  the  average  dwelling.  Improvement  is  still  more  evident 
in  the  increased  emphasis  on  optional  consumption,  on  the 
needs  over  and  above  these  primary  requirements,  the  adop¬ 
tion  at  first  by  a  minority,  and  gradually  by  the  majority,  of 
such  luxuries  as  motor  cars  and  household  electrical  appliances, 
the  fast  growing  proportion  of  children  going  on  from  pri¬ 
mary  to  secondary  school  and  from  secondary  school  to  col¬ 
lege. 

In  Canada,  for  example,  we  have  seen  a  fourfold  growth 
of  telephones  in  use  in  fifteen  years;  the  rapid  expansion  of 
motor  cars  purchased  until  now  we  can  boast  a  car  for  every 
ten  people ;  a  growth  of  radios  rapidly  approximating — expen¬ 
ditures  often  made,  it  may  be,  at  the  expense  of  more  imme¬ 
diate  needs,  but  made  and  met  none  the  less. 

The  same  conclusions  are  drawn  from  a  statistical  study 
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of  changes  in  real  wages,  or  purchasing  power  of  money  wages. 
For  a  long-term  view,  Sir  Josiah  Stamp’s  comparison  between 
Great  Britain  in  1800  and  in  1913  is  perhaps  most  available; 
analysing  income  and  purchasing  power  of  money  at  each 
date,  he  concludes  that  broadly  speaking  the  ordinary  person 
in  1913  was  four  times  as  well  off  in  real  commodities  as  the 
person  in  the  corresponding  place  in  the  social  scale  in  1800. 
For  a  shorter  view  we  may  have  recourse  to  Paul  Douglas’ 
exhaustive  and  careful  investigation  of  United  States  condi¬ 
tions,  Real  Wages  in  the  United  States.  He  shows  that  real 
earnings  in  manufacturing  and  most  other  fields  did  not  in¬ 
crease  as  rapidly  between  1899  and  1925  as  the  increase  in 
average  physical  productivity,  but  did  increase  as  fast  as  the 
increase  in  the  average  value  productivity ;  in  other  words,  the 
consumer  shared  the  advantages  with  the  entrepreneur  and 
the  employee.  While  there  were  many  fluctuations  from  year 
to  year,  and  while  labor  in  some  industries  went  behind  as 
others  advanced,  and  while  the  industries  giving  rise  to  the 
silk  shirt  myth  were  few,  yet  taking  the  figures  for  some 
17,00:0,000  workers  in  urban  and  rural  industries,  there  was 
a  gain  of  35  per  cent,  in  this  quarter  century  in  the  annual 
real  wages  of  those  employed.  Douglas  thus  concludes : 

Between  1890  and  1920  there  was  a  decrease  of  five  per  cent,  in 
the  number  of  dependents  per  gainfully  employed  worker,  the  increase 
in  free  income  derived  from  the  government  by  1926  was  four  per  cent., 
while  the  free  services  provided  by  private  philanthropy  and  by  em¬ 
ployers  amounted  to  approximately  1  and  2  per  cent,  respectively.  When 
these  are  added  to  the  increase  of  from  7  to  8  per  cent.,  in  real  earn¬ 
ings  through  the  lower  rate  of  unemployment,  it  is  apparent  that  in 
1926  the  workers  enjoyed  an  income  which  was  approximately  55  per 
cent  higher  than  during  the  nineties. 

It  will  be  noted  that  Douglas  refers  to  the  large  expendi¬ 
ture  on  social  services  as  a  substantial  factor  in  the  indivi¬ 
dual’s  share.  The  wide  expansion  in  such  services,  represent¬ 
ing  in  the  main  a  transfer  of  wealth  from  the  richer  to  the 
poorer,  is  an  important  factor  in  distribution:  notably  as  to 
hospitals  and  free  clinics,  recreation  grounds,  libraries,  and 
above  all  schools,  on  which  the  public  expenditure  in  Canada 
today  is  seven  or  eight  times  as  great  (in  1900  dollars)  as  at 
the  beginning  of  the  century. 

But,  it  will  be  urged,  granted  that  a  few  more  crumbs  are 
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falling  from  the  table,  yet  the  main  feast  goes  increasingly  to 
a  few  gorged  and  privileged  guests.  Is  it  true  that  the  rich 
are  absorbing  a  larger  share  of  the  national  income,  in  west¬ 
ern  lands?  Let  us  look  to  the  facts  of  division  of  income,  so 
far  as  they  can  be  ascertained,  in  the  two  chief  industrial 
countries.  With  reference  to  Great  Britain,  Bowley,  the  most 
competent  and  objective  authority,  thus  concluded  an  inquiry 
published  last  year,  Some  Economic  Consequences  of  the 
Great  War : 

In  summary  we  may  say  that  great  progress  has  been  made  to¬ 
wards  the  extinction  of  remediable  poverty,  considerable  inroads  have 
been  made  on  excessive  wealth,  and  generally  income  is  less  unequally 
distributed  than  it  was  ten  years  ago.  .  .  The  general  result  of  the  whole 
system  of  taxation,  wage-adjustments  and  social  expenditure  has  been 
a  very  marked  redistribution  of  the  National  Income.  The  very  rich 
have  less  than  half  their  pre-war  income  (allowing  for  taxes  and  change 
of  prices)  ;  artisans  are  more  definitely  better  off,  and  unskilled  workers 
have  gained  most. 

Utilizing  the  data  provided  by  the  supertax,  Bowley 
shows  that  the  number  of  very  rich,  defined  as  those  who 
had  £10,000  a  year  to  spend  (or  save)  after  taxation,  in  1914, 
and  the  equivalent  amount  on  the  changed  price-basis  in  1925, 
fell  from  4,000  to  1,300.  Taking  the  limit  as  £3,000,  the  num¬ 
ber,  similarly  computed,  fell  from  30,000  to  13,700,  while  at 
the  other  end  of  the  supertax  scale,  with  £50,000  as  the  basis, 
the  number  fell  from  180  to  60.  Certainly  if  there  is  ground 
for  apprehension  here  it  is  quite  as  much  that  future  produc¬ 
tivity  is  being  imperilled  by  too  rapid  a  trend  to  equality,  as 
the  reverse.  As  for  the  other  end  of  the  financial  scale,  the 
Bowley  and  Burnett-Hurst  five  towns  inquiry  showed  in  1913 
an  appalling  measure  of  poverty,  in  the  typical  English  towns 
selected,  with  11  per  cent,  of  the  population  below  the  poverty 
line;  a  similar  enquiry  in  1924  showed  this  percentage  had 
dropped  to  4 ;  it  will  have  varied  since  1924,  largely  according 
to  whether  the  towns  were  chiefly  engaged  in  the  70  per  cent, 
of  occupations  with  growing  employment,  or  the  30  per  cent, 
with  declining. 

Turning  to  the  most  recent  and  comprehensive  inquiry 
into  distribution  of  income  in  the  United  States,  that  made  by 
W.  I.  King  of  the  National  Bureau  of  Economic  Research,  The 
National  Income  and  its  Purchasing  Power,  and  published  a 
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few  months  ago,  we  see  that  between  19f4  and  1926,  the  num¬ 
ber  of  persons  with  incomes  of  $150,000  and  over,  in  1913 
dollars,  grew  from  1,600  to  2,450,  and  the  total  income  of  the 
group  from  450  millions  to  835  millions;  that  in  the  next  group, 
with  incomes  between  $25^000  and  $150,000,  the  number  grew 
from  24,000  to  47,000,  and  the  total  group  income  from  1,100 
million  dollars  to  1,912  million  dollars;  that  between  $5,000 
and  $25,000,  the  number  grew  from  226,000  to  429,0,00,  and 
the  total  group  income  from  2,050  million  dollars  to  3,660 
million  dollars;  and  in  the  lowest  group,  below  $5,000,  the 
number  of  recipients  grew  from  37  million  to  44  million  and 
the  total  group  income  from  31,000  million  dollars  to  44,000 
million  dollars.  Great  as  is  the  range  of  income,  dangerous 
socially  and  politically  as  concentrated  wealth  may  be,  the 
fact  remains  the  members  of  the  lowest  group  received  in 
1926  approximately  seven-eighths  of  the  entire  realized  in¬ 
come  of  the  nation,  while  those  having  incomes  of  $150,000 
obtained  in  the  aggregate  only  one-sixtieth  of  the  national 
income.  If  all  of  the  income  of  persons  above  the  lowest  class, 
that  is,  with  more  than  $5,000  (1913  dollars),  were  distri¬ 
buted  proportionately  among  the  persons  having  less,  the 
incomes  of  the  poorer  group  would  be  increased  by  only  one- 
seventh;  in  fact,  the  increase  would  be  less  than  that  which 
was  actually  achieved  in  the  four  years  1922-1926  alone  as 
the  result  of  the  general  increase  in  the  productiveness  of 
American  industry. 

It  may  be  added  that  if  this  investigation  were  carried 
forward  to  1929,  it  would  show  a  marked  growth  in  the  larg¬ 
est  incomes,  due  to  huge  speculative  profits,  and  for  similar 
but  opposite  reasons,  a  marked  decline  since  1929:  it  is  in¬ 
cidentally  the  largest  incomes  which  show  the  largest  reduc¬ 
tion  in  times  of  depression. 

The  various  forms  in  which  men  draw  their  gain  are 
worth  considering.  Wesley  Mitchell  reviewing  American 
economic  changes  says: 

The  net  gain  in  ability  to  provide  for  their  desires  brought  men 
the  possibility  of  raising  their  standard  of  consumption,  of  reducing 
their  hours  of  work,  of  giving  their  children  more  education,  of  increas¬ 
ing  their  numbers.  They  took  a  slice  of  each  of  these  goods,  rather 
than  all  of  one.  They  worked  somewhat  less  hard  as  the  decades  went 
by;  they  raised  their  standards  of  consumption  appreciably;  they  estab- 
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lished  compulsory  education  and  reduced  illiteracy;  they  added  to  the 
population.  Any  one  of  these  changes  might  have  been  made  on  a 
larger  scale  had  not  men  taken  their  gains  in  various  forms. 

On  the  whole,  then,  division  of  income  is  making  fluctuat¬ 
ing  but  undoubted  progress  toward  a  sounder  basis;  the  pro¬ 
portion  of  permanent  poverty  is  declining,  and  while  at  the 
other  end  of  the  scale  the  incomes  of  the  very  rich  are  still 
excessive,  the  tax-gatherer  is  experimenting  yearly  with  in¬ 
come  and  inheritance  taxes  in  the  hope  of  finding  out  eventu¬ 
ally  what  is  the  minimum  surplus  which  must  be  left  to  a 
captain  of  industry  to  keep  him  fit  and  contented  and  work¬ 
ing  hard  for  the  common  weal. 

Assuming,  then,  that  the  industrial  machine,  when  in 
running  order,  yields  a  great  and  growing  output,  and  that 
this  output  is  distributed  with  an  increasing  measure  of  social 
justification,  what  of  the  position  when  the  machine  gets  out 
of  order?  Does  our  economic  system  meet  the  test  of  security, 
of  stability,  of  reasonable  continuity  of  outlook?  Here  it  must 
be  agreed  it  is  less  successful;  this  is  its  Achilles’  heel;  this 
is  the  phase  of  the  economic  system  which  is  most  under  at¬ 
tack,  and  rightly  so. 

Risk  and  instability  are  inherent  in  our  system.  The 
gods  sell  all  their  gifts,  and  this  is  part  of  the  price  we  pay 
for  progress.  Whether  the  price  is  too  great,  whether  it  can 
be  reduced  without  a  proportionate  or  an  excessive  decrease 
in  production,  are  questions  that  must  be  faced. 

A  self-contained  household,  a  self-contained  community, 
will  have  a  low  standard  of  production,  it  will  be  exposed  more 
hopelessly  to  the  risks  of  nature,  but  it  will  be  safe  from  the 
risks  of  the  market.  We  have  chosen  rather  to  live  danger¬ 
ously,  chosen  the  path  of  intense  specialization,  as  individuals 
and  as  nations,  in  the  expectation  that  our  product  or  our 
small  part  in  the  making  of  one  product  will  yield  us  in  ex¬ 
change  command  over  a  larger  total,  and  a  more  stable  total. 
We  have  gained  tremendously  in  the  command  over  nature, 
but  in  our  intricate  dealings  with  our  fellows  we  have  given 
hostages  to  fortune. 

Specialization  means  interdependence,  means  the  risk 
that  the  efforts  of  thousands  of  scattered  producers  will  not 
match  the  demands  of  thousands  of  scattered  customers;  the 
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risk  that  competitors  in  our  own  field  will  cut  costs  or  im¬ 
prove  service  and  snatch  our  market  away;  the  risk  that  de¬ 
mand  will  shift  to  some  other  product  and  leave  our  whole 
industry  high  and  dry.  Our  eggs  are  bigger  and  better  but 
they  are  all  in  one  basket.  And  further,  since  exchange  is 
effected  not  through  barter  but  through  the  use  of  money, 
which  ordinarily  not  only  multiplies  convenience  but  serves 
through  fluctuations  in  the  price  level  to  warn  of  changes  in 
supply  or  demand,  we  face  the  additional  risk  that  changes 
in  this  medium  itself,  independent  of  changes  in  the  commo¬ 
dities  it  measures,  may  upset  our  calculations  and  hamper 
ready  adjustment. 

This  ceaseless  change  and  experimenting,  this  unresting 
competition,  while  in  the  long  run  widening  the  range  and 
lowering  the  cost  of  production,  involve  in  the  short  run 
countless  risks  and  shiftings  for  individuals  and  for  com¬ 
munities.  The  immediate  risk-taker  in  production,  whether 
manufacturer,  farmer  or  retailer,  must  ceaselessly  strive  to 
use  his  capital,  his  experience,  in  new  ways  or  see  them  be¬ 
come  obsolete  and  worthless;  the  investor  shares  in  their 
risks  from  the  side-lines;  the  workman  faces  the  industrial 
risk  of  being  forced  by  changes  in  production  or  marketing 
to  seek  new  employment,  as  well  as  the  more  personal  risks 
of  losing  his  foothold  on  the  turning  wheel  because  of  acci¬ 
dent,  illness,  old  age,  or  faults  of  character  or  capacity. 

Of  recent  years  several  factors  have  tended  to  increase 
these  risks  or  make  them  more  apparent: 

1.  The  enlarged  range  of  competition,  now  that  trans¬ 
portation  has  made  the  world  one  neighborhood,  and  the 
spread  of  industrial  technique  to  backward  lands  has  multi¬ 
plied  producers. 

2.  The  failure  of  our  political  organization  thus  far  to 
keep  pace  with  this  economic  change,  to  develop  an  interna¬ 
tional  political  cooperation  in  harmony  with  the  growth  of  eco¬ 
nomic  relationship ;  a  failure  reaching  catastrophic  dimensions 
in  the  outbreak  of  the  World  War,  with  its  bitter  legacies  of 
wasted  life  and  wasted  capital,  of  war  debts  and  lingering 
suspicions;  a  failure  continuing  in  the  growth  of  economic 
nationalism  since  the  war,  in  the  effort  made  by  the  new 
states  and  by  the  old  to  attain  self-sufficiency  by  embargoes 
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and  tariffs  and  governmental  control  of  foreign  trading;  a 
failure  offset  in  some  measure  by  the  serious  and  cumulatively 
successful  efforts  to  build  up  international  machinery  of  co¬ 
operation,  through  Geneva  and  other  centres;  but  offset  only 
in  part. 

3.  The  increased  speed  and  intensity  of  change,  due  to 
more  concentrated  organization  of  science  and  research,  the 
new  emphasis  laid  on  management,  the  development  of  mass 
production  methods,  the  readier  supply  of  capital  thanks  to 
prosperity  and  new  facilities  for  corporate  investment.  Not 
only  have  the  average  producers  in  old  lines  been  forced  to 
meet  the  competition  of  aggressive  leaders  in  their  own  field, 
who  have  been  able  to  lower  unit  costs  of  production  and  to 
switch  control  of  markets  by  high-pressure  salesmanship  and 
lavish  advertising,  but  they  have  had  to  face  the  diversion  of 
consumer  interest  to  all  the  new  wares,  from  radio  to  rayon, 
from  oil-burning  furnaces  to  cigarette-lighters,  from  propel¬ 
ler  pencils  to  airplanes.  And  as  for  the  workman,  let  us  note 
Stuart  Chase’s  vivid  summary  in  his  recent  book,  The  Nemesis 
of  American  Business : 

Here  is  a  new  ensilage  harvesting  machine  that  cuts  cornstalks  in 
the  field  and  delivers  them  to  the  silo,  without  a  human  hand  touching 
a  single  stalk.  Here  is  a  new  tabulating  machine  capable  of  doing  the 
work  of  100  skilled  actuaries.  Here  is  an  automatic  mechanism  pro¬ 
ducing  73,000  electric  light  bulbs  every  24  hours,  displacing  2,000  hand 
operators  for  each  machine  installed.  Here  is  Section  E  of  the  St.  Louis 
concrete  sewer  project.  Thirty-three  machine  operators,  aided  by  37 
laborers,  are  doing  the  work  of  7,000  pick  and  shovel  men.  Seventy 
men  and  machines  displace  7,000.  The  United  States  Department  of 
Commerce  estimates  that  combines  in  the  harvesting  of  wheat  in  one 
area  have  cut  the  force  of  farm  laborers  from  50,000  to  20,000.  Here 
are  automatic  cigar  makers,  dial  telephones;  the  “iron  chink”  which 
has  revolutionized  the  canning  of  fish,  automatic  stokers,  mechanical 
glass  blowers,  automatic  power  stations;  automatic  knitting  machines, 
bookkeeping  machines,  paint  sprayers;  mechanical  cotton  pickers,  the 
telephonic  typewriter,  automatic  check  writers — and  a  hundred  more,  all 
taking  their  toll  of  direct  labor.  It  must  not  be  forgotten  that,  in  the 
final  balance,  the  direct  labor  which  is  displaced  may  find  a  job  in  build¬ 
ing  or  servicing  the  machine — but  the  margin  of  jobs  permanently  lost 
is  reasonably  wide,  otherwise  there  would  be  no  point  in  introducing 
the  mechanism. 

And  here  are  the  indefatigable  time-study  men.  Stop  watch  in 
hand,  they  eliminate  enough  unnecessary  movements  in  the  customary 
method  of  dipping  chocolates  to  increase  production  88  per  cent.  Mov- 
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ing  on  to  the  next  shop,  they  cut  the  time  of  assembling  carburetors 
from  450  minutes  to  45.  Few  markets  can  absorb  such  staggering  in¬ 
creases  in  output  per  man.  So  the  unabsorbed  fraction  must  punch  the 
clock  for  the  last  time.  In  swinging  a  pick  in  the  coal  mines,  in  sort¬ 
ing  potatoes,  in  picking  fruit,  in  scores  of  occupations,  the  time-study 
brigade  is  eliminating  motions,  and  with  them  men.  Not  only  in  mo¬ 
tions,  but  in  shop  arrangement,  routing,  lighting,  ventilating,  manage¬ 
ment  generally,  is  the  process  rampant.  Better  conditions — true;  fewer 
men — almost  always. 

Chase  concludes: 

If  a  machine  does  not  get  you,  a  stop  watch  will;  and  if  you  dodge 
both  there  is  a  merger  waiting  around  the  corner — such  must  be  the 
thought  which  lies  none  too  lightly  in  millions  of  American  minds  today. 

4.  The  diversion  of  money  and  popular  interest  into 
speculation:  we  have  seen  as  the  result  of  increased  pros¬ 
perity  and  the  sudden  development,  partly  through  war-time 
loan  efforts,  of  the  facilities  and  the  habit  of  investment,  both 
growing  faster  than  financial  experience  or  judgment,  a  wild 
outburst  of  stock  exchange  and  mining  speculation,  and  hap¬ 
less  investors,  betrayed  by  their  own  dreams  or  mob  conta¬ 
gion,  by  conscienceless  salesmanship  or  the  folly  of  would-be 
Napoleons  of  finance,  awakening  to  find  their  savings  vanished' 
and  their  future  mortgaged. 

Is  it  possible  to  lessen  or  at  least  spread  out  these  risks, 
perhaps  at  the  cost  of  some  slackened  speed  in  the  tide  of  pro¬ 
duction? 

It  is  doubtful  if  we  can  ever  completely  end  the  ebb  and 
flow  of  the  economic  process,  keep  a  whole  community  in  the 
strait  jacket  of  absolutely  regular  and  charted  advance.  As 
long  as  men  are  open  to  the  suggestion  of  the  crowd,  periods 
of  contagious  and  unwarranted  optimism  will  be  followed  by 
periods  of  contagious  and  unwarranted  pessimism.  Each 
generation,  each  decade,  is  ready  to  believe  itself  an  exception, 
ready  to  be  persuaded  that  old  experience  has  no  meaning  un¬ 
der  new  conditions. 

Could  we  avoid  the  risks  of  the  market-place  by  giving  up 
our  interdependence,  by  going  back  to  a  more  self-sufficient 
economy?  Doubtless  in  some  measure  we  could,  as  individuals 
and  as  nations.  Doubtless  the  wheat-farmer  could  go  in  more 
for  poultry  and  vegetable-gardens,  the  broker  cobble  his  own 
shoes,  the  lawyer  cure  his  own  grippe  and  the  doctor  write  his 
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own  will,  and  all  of  us  seek  out  our  own  amusement  instead 
of  buying  it  at  a  wicket.  Doubtless  a  community,  if  recon¬ 
ciled  to  face  a  lower  standard  of  living,  could  give  up  some  of 
the  benefits  international  specialization  affords,  and  live  more 
to  itself.  In  the  case  both  of  the  individual  and  of  the  nation, 
we  may  be  forced  in  this  direction,  and  it  will  certainly  not 
be  wholly  wrong.  But  such  a  trend  cannot  go  far.  The  con¬ 
ditions  of  urban  life  prevent  return  to  a  self-sufficing  house¬ 
hold  ;  the  decentralization  of  power  and  other  factors  are  per¬ 
mitting  some  interesting  experiments,  notably  by  Henry  Ford, 
in  establishing  industries  in  rural  centres  and  dovetailing  ag¬ 
ricultural  with  factory  labor,  but  they  have  not  yet  affected 
the  dominant  cityward  trend  of  population  and  industry.  The 
limitations  of  resources,  of  climate,  of  territorial  extent,  equal¬ 
ly  with  the  special  opportunities  that  demand  special  culti¬ 
vation,  make  it  impossible  for  the  ordinary  state  to  find  the 
self-contained  balance  it  seeks,  though  these  limitations  may 
in  turn  bring  about  political  regroupings  of  adjoining  areas 
to  give  the  ideal  of  self-sufficiency  a  broader  base  and  a  fairer 
chance.  Broadly  speaking,  interdependent  we  are  and  will 
remain. 

In  considering  remedies,  we  must  not  underestimate  the 
remedies  which  the  economic  system  already  affords.  So  far 
as  the  upsetting  of  employer  and  employed  by  changes  in  tech¬ 
nique  is  concerned,  it  is  an  old  story.  It  is  an  old  story  that 
the  stage-coach  was  driven  out  by  the  railway,  and  the  hand- 
loom  by  the  factory,  but  that  soon  there  were  at  work  im¬ 
mensely  more  railway  workers  and  factory  workers  than  stage¬ 
coach  drivers  and  hand-loomers,  with  countless  other  thou¬ 
sands  engaged  in  building  locomotives  and  building  looms  and 
the  engines  to  drive  them.  Throughout  the  past  century  labor- 
saving  machinery  turned  out  to  be  job-making  machinery. 
The  shift  from  old  to  new  occupations  came  chiefly  by  the 
redirection  of  new  capital  and  young  workers.  Now  a  new 
factor  has  entered  with  the  speeding  up  of  change.  Less  time 
is  given  for  adjustment;  the  old  men  employed  are  not  allowed 
to  linger  on  in  a  dwindling  occupation,  the  capital  sunk  in 
plant  is  not  allowed  slowly  to  wear  itself  out ;  both  must  be 
scrapped  to  meet  the  urgent  switfly-changing  need.  Even  so, 
it  is  extraordinary  what  a  great  measure  of  success  has  been 
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achieved  in  making  adjustments  even  under  these  new  con¬ 
ditions.  It  is  not  so  much  technological  unemployment  as 
technological  shifting  that  we  have  experienced;  the  shifting 
of  men  from  one  employment  to  another  as  the  result  of  chang¬ 
ing  processes  is  merely  one  phase  of  America  in  flux,  one  ele¬ 
ment  in  our  excessive  turnover,  a  characteristic  of  this  rest¬ 
less,  pulsating,  migratory  continent.  The  average  worker  and 
employer  alike  have  shown  a  remarkable  versatility,  initiative 
and  mobility,  a  remarkable  ability  to  look  after  themselves. 
Taking  the  short  period  between  1922  and  1927  in  the  United 
States,  when  change  was  at  its  maximum,  Wesley  Mitchell 
shows  that  between  these  years  the  number  of  persons  em¬ 
ployed  in  manufacturing  lessened  by  600,000,  and  at  the  same 
time  there  was  an  increase  of  5,100,000  workers  16  years  of 
age  and  over,  looking  to  non-agricultural  occupations  for  a 
living.  The  expansion  of  old  businesses  and  the  opening  of 
new  made  places  for  89  per  cent.:  100,000  entered  public  ser¬ 
vice,  600,000  construction  work,  nearly  1,000,000  transportation 
and  communication,  1,400,000  mercantile  pursuits,  and  2,- 
500,000  took  to  miscellaneous  occupations  in  hotels,  restau¬ 
rants,  garages,  moving  picture  places,  insurance  work,  and 
the  like.  But  the  11  per  cent,  remained;  the  percentage  fell 
off  in  1928  and  1929,  but  has  grown  again:  that  is  the  mea¬ 
sure  of  our  failure,  one  measure  of  the  problem  that  still 
faces  us. 

Industry  itself  can  and  must  do  more.  It  has  met  and 
solved  many  problems.  Its  very  success  has  faced  it  with  this 
new  problem,  or  rather  this  old  problem  in  a  new  guise  and 
new  intensity.  On  this  task  of  human  adjustment  effort  must 
be  concentrated,  rather  than  on  the  technical  and  financial 
tasks  of  yesterday.  The  employer,  in  co-operation  with  the 
representatives  of  the  employed,  must  seek,  as  already  the 
more  far-seeing  are  seeking,  to  restrict  the  fluctuations,  to 
smooth  out  the  curves.  By  utilizing  the  new  and  steadily  im¬ 
proving  fund  of  information  as  to  current  trends  and  chang¬ 
ing  factors  which  statisticians  and  economists  are  placing  at 
his  disposal ;  by  giving  more  attention  to  planning,  scheduling 
production,  inducing  customers  to  buy  more  steadily,  manu¬ 
facturing  to  stock,  working  repairs  in  with  production,  or 
adding  complementary  lines;  by  such  tentative  cooperation 
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with  other  employers  in  the  same  field  to  control  production 
or  marketing  as  proves  feasible  and  within  the  power  of  the 
state  to  regulate;  by  shortening  hours  in  prosperous  years 
rather  than  working  overtime;  by  setting  aside  reserves  for 
unemployment,  equally  with  reserves  for  depreciation  or  for 
dividends,  he  can  do  much.  The  present  crisis  has  put  him 
in  a  mood  to  do  what  he  can,  when  he  can.  There  is  the  dan¬ 
ger  that  with  many  when  the  flood  tide  is  rushing  again,  the 
devil  a  monk  will  he  be;  but  perhaps  the  bogey  of  Moscow 
may  serve  to  keep  the  most  hard-boiled  individualist  from 
forgetting. 

Finally,  the  state  has  a  part  to  play.  It  can  play  it  ade¬ 
quately  only  if  it  confines  its  efforts  within  a  limited  field, 
within  the  field  where  private  initiative  is  weakest.  If  it  at¬ 
tempts  too  much  it  will  fail,  or  rather  the  merely  human  poli¬ 
ticians  and  civil  servants  who  are  the  agents  of  the  state  will 
fail,  under  too  great  a  load.  It  will  be  wise  to  concentrate  on 
regulating  more  than  on  operating,  on  supplementing  more 
than  on  superseding  private  industry.  In  the  present  state  of 
tension,  I  can  conceive  of  no  worse  service  to  world  peace  than 
for  governments  themselves  to  enter  the  field  of  international 
trading,  to  turn  the  higgling  of  the  market  into  the  jangling 
of  the  foreign  offices,  to  make  every  ordinary  difference  be¬ 
tween  seller  and  buyer  an  international  issue.  What  may  be 
gained,  if  anything  is  gained,  even  temporarily,  in  meeting  a 
national  problem,  is  more  than  offset  by  the  international  fric¬ 
tion  that  is  created. 

The  tasks  that  governments  can  and  should  undertake 
are  wide  enough  and  growing  wider.  They  have  their  part 
to  do  in  finding  and  providing  for  their  own  and  the  public 
use  information  as  to  the  facts  of  production  and  marketing, 
the  trends  of  home  and  foreign  trade.  They  can  seek  to  ad¬ 
vance  industrial  peace  and  industrial  justice.  They  can  budget 
their  own  undertakings,  using  public  works  to  counteract  the 
swing  of  private  industry:  theoretically  a  simple  task,  poli¬ 
tically  difficult,  for  it  is  as  hard  to  restrain  the  demands  on  a 
full  treasury  as  to  embark  on  greater  construction  pro¬ 
grammes  on  an  empty  one;  but  it  is  not  insoluble;  whether 
by  preparing  reserves  in  good  times  or  by  courageous  borrow¬ 
ing  in  bad  ones,  it  can  be  done.  To  provide  work  is  better 
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than  to  provide  relief,  but  to  fill  the  gaps  in  work  that  will 
still  remain  by  some  form  of  contributory  insurance,  to  re¬ 
move  the  threat  of  loss  of  livelihood  by  unemployment  as  most 
civilized  countries  have  removed  the  threat  of  loss  of  liveli¬ 
hood  by  industrial  accident,  is  a  task  full  of  difficulties  and 
dangers,  but  a  task  with  which  all  progressive  governments 
must  grapple.  Governments  again,  which  have  long  had  as 
one  of  their  most  widely  recognized  functions  the  provision  or 
regulation  of  the  national  currency  must  recognize  that  the 
present  currency  and  credit  mechanism  is  out  of  gear,  that 
sudden  changes  in  the  price-level  are  a  material  factor  in  our 
present  discontents,  and  that  unremitting  study,  nationally 
and  internationally,  must  be  given  to  this  most  difficult  but 
most  essential  function.  And  finally,  governments  and  the 
people  who  control  them,  must  strive  for  world  peace  and 
world  cooperation.  It  is  time  that  we  awoke,  not  passively  but 
actively,  to  a  realization  of  the  fact  that  our  civilization  can¬ 
not  stand  another  world  war,  that  most  of  our  present  econo¬ 
mic  troubles  are  caused  or  aggravated  not  by  our  system  of 
economic  organization  but  by  the  breakdown  of  political  con¬ 
trol  which  led  to  the  Great  War,  that  the  tremendously  effi¬ 
cient  but  tremendously  precarious  structure  we  have  built  up 
cannot  survive  such  shocks.  And  certainly  no  country  needs 
to  realize  this  more  than  Canada.  We  boast  of  the  fact  that 
we  rank  second  among  the  nations  of  the  world  in  interna¬ 
tional  trade,  per  capita;  and  that  with  our  little  10,000,000 
population,  we  are  actually  fifth  among  all  the  countries  of 
the  world  in  absolute  amount  of  export  and  of  import  trade: 
true,  but  our  pre-eminence  is  a  sign  of  our  dependence  on  for¬ 
eign  markets,  which  means  our  dependence  on  the  continuance 
of  good  relations;  it  is  a  precarious  pinnacle  on  which  we 
perch. 

Some  of  these  questions,  particularly  the  problems  of 
unemployment  insurance  and  labor  mobility,  the  statistical 
analysis  and  forecasting  of  industry,  and  the  cause  and  cure 
of  sudden  changes  in  price  level,  are  being  examined  at  this 
meeting  of  our  Association. 

I  shall  not  seek  to  carry  this  inquiry  further.  You  will 
gather  that  so  far  as  I  am  able  to  form  an  opinion  on  so  vast 
a  subject,  I  do  not  consider  that  the  funeral  of  our  economic 
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system  is  yet  at  hand.  It  will  change  with  the  changing  years. 
It  has  serious  weaknesses,  as  any  human  system,  any  system 
worked  by  fallible  men,  must  have.  Most  of  these  weaknesses, 
I  believe,  can  be  cured  without  abandoning  our  reliance  on 
individual  initiative  as  the  dominant  factor,  an  individualism 
working  more  and  more  through  cooperation  and  supple¬ 
mented  at  its  weak  point  by  state  action.  Some  waste  of  trial 
and  error  will  remain ;  we  must  not  wholly  sacrifice  growth  to 
stability,  flexibility  to  control,  adventure  to  ease ;  if  we  are  to 
have  life,  we  must  have  experiment,  change  and  chance.  Weak¬ 
nesses  will  remain,  but  the  margin  will  be  ample  to  compen¬ 
sate.  So  powerful  is  the  urge  of  individual  striving,  so  essen¬ 
tial  is  the  maintenance  of  individual  responsibility,  so  infinite 
are  the  possibilities  of  grouping  and  balancing  and  adjustment 
under  a  free  system,  that  I  have  no  doubt  that  whether  mea¬ 
sured  by  total  productivity,  or  by  the  adequacy  of  the  share 
falling  in  the  long  run  to  the  common  man,  or  by  its  combina¬ 
tion  of  stability  with  progress,  our  democratic,  competitive 
western  system  will  outlast  and  outgrow  any  system  which 
relies  upon  external  compulsion  as  the  propelling  force  and 
which,  in  striving  for  theoretically  perfect  planned  co-ordina¬ 
tion,  in  seeking  to  bring  the  infinite  diversity  of  production, 
the  range  of  activities  of  millions  of  men,  under  a  single  cen¬ 
tral  control,  imposes  upon  a  few  men  at  the  centre  an  impos¬ 
sible  task  and  gambles  with  a  nation’s  destiny  on  a  single 
throw.  Doubtless  our  present  system  will  be  profoundly  af¬ 
fected  by  so  daring  and  ruthless  an  experiment  as  is  now  being 
carried  on  under  Sovietism,  and  affected  also,  I  may  add,  by 
that  other  experiment  of  Fascism,  equally  audacious,  and 
strangely  similar  with  all  its  differences.  But  there  is  no  sign 
of  fundamental  transformation  or  of  creeping  decay. 

Our  economic  system  is  ill  today,  no  doubt,  but  still  or¬ 
ganically  sound;  perhaps  on  the  sick-bed,  vows  of  more  regu¬ 
lar  ways  of  life  may  be  made,  and  perhaps,  when  the  patient 
is  up  and  confident  again,  some  of  them  will  be  carried  out. 


GOLD  AND  THE  DECLINE  OF  PRICES 
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The  doctrine,  that  increases  in  the  supply  of  gold,  or 
other  money  commodity,  bring  increases  in  the  general  level 
of  prices,  was  first  enumerated  in  modern  times  in  Spain  in 
the  16th  century,  'and  following  the  flow  of  precious  metals 
from  Spain  to  other  countries,  it  first  appeared  in  English 
literature  about  1588.  That  prices  vary  directly  with  the 
amount  of  money  is  one  of  the  most  simple  generalizations  of 
the  economists  but  it  covers  the  most  complex  of  economic 
phenomena. 

The  doctrine  in  its  classical  form  has  been  subjected  to 
a  rough  and  ready  empirical  test  by  Gustav  Cassel.  Noting 
that  the  level  of  wholesale  prices  as  measured  by  Sauerbeck’s 
index  number  was  in  1850  exactly  equal  to  that  of  1910,  he 
endeavoured  to  use  this  period  for  a  statistical  proof  of  the 
so-called  quantity  theory  of  money.  Taking  as  the  base  of 
his  calculation  the  total  world  stock  of  gold  in  1850,  he  found 
that  it  required  an  average  annual  increase  of  2.8  per  cent, 
of  the  preceding  year’s  stock  to  bring  world  gold  supplies  to 
the  level  at  which  they  were  in  1910.  Therefore  he  argued 
it  required  a  cumulative  increase  of  2.8  per  cent,  over  that 
60-year  period  to  keep  the  price  level  constant.  Allowing 
.2  per  cent,  annually  for  wear  and  tear  and  disappearance 
of  coins,  he  estimated  that  a  gross  cumulative  increase  of  3 
per  cent,  was  required.  Further,  he  contended  that  if  the 
quantity  theory  of  money  be  sound,  whenever  the  actual 
annual  increase  of  go.-d  is  greater  than  3  per  cent,  the  general 
level  of  price  i  shoup  rise,  while  if  the  annual  increase  is 
less  than  3  per  cent,  the  general  price  level  should  fall.  Chart 
I,  which  is  taken  from  Cassel,  shows  the  course  of  wholesale 
prices  from  18|00  to  1910  with  prices  in  1850  and  1910  repre¬ 
sented  by  100,  and  also  the  “relative”  gold  supply;  that  is,  the 
percentage  which  the  actual  supply  of  gold  in  each  year  bore 
to  the  “normal”  gold  supply  as  computed  by  increasing  the 
gold  supply  in  1850  at  a  cumulative  ralte.of  3  per  cent,  per 
annum.  It  will  be  seen  from  the  chart  that  when  the  relative 
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gold  supply  was  above  100  per  cent,  of  normal,  prices  were 
above  the  1850  and  1910  level,  while  when  the  relative  gold 
supply  was  less  than  100  per  cent,  of  normal,  prices  were 
lower  than  the  1910  level. 

Cassel  concludes  that,  making  allowances  for  such  ex¬ 
pansions  in  the  use  of  gold  as  the  substitution  of  gold  for 
silver  in  the  70’s  and  80’s  and  the  economies  in  the  use  of 
gold  through  the  extension  of  payments  by  cheque,  the  average 
annual  increase  in  the  production  of  commodities  to  be  ex¬ 
changed  for  money  must  have  been  approximately  3  per  cent. 
From  such  records  of  production  as  were  readily  available  he 
concludes  that  this  is  a  reasonable  estimate. 

The  importance  of  Cassel’s  method  o £  demonstrating  the 
validity  of  the  quantity  theory  is  that  ht  himse’f  and  others 
have  used  it  for  purposes  of  prediction,  the  goal  of  all  scien¬ 
tific  enquiry.  On  the  basis  of  this  and  similar  enquiries  the 
Gold  Delegation  of  the  League  of  Nations  has  given  warning 
of  a  gold  shortage  to  be  felt  early  in  the  present  decade  if 
it  is  not  already  with  us. 

The  usual  explanation  of  this  long-time  relationship  be¬ 
tween  gold  and  prices  is  comparatively  simple.  It  is,  of 
course,  obvious  that  in  a  primitive  economic  organization 
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where  coins  make  up  all  of  the  circulating  medium,  the  re¬ 
lationship  would  be  direct.  Under  the  economic  conditions 
of  the  present,  when  representative  money  and  credit  are  the 
means  of  making  payments,  the  explanation  relies  on  the 
mechanism  of  the  bank  rate;  that  is,  the  rate  at  which  the 
central  bank  will  rediscount  paper  for  its  banker-customers. 

When  increased  supplies  of  gold  find  their  way  into 
central  banks,  the  bank  authorities  in  order  to  correct  the 
exchanges  or  to  provide  cheaper  credit,  are  led  to  reduce  the 
discount  rates,  thus  making  the  central  bank’s  credit  avail¬ 
able  to  commercial  banks  at  more  favorable  rates.  Finding 
themselves  able  to  acquire  more  cash,  the  commercial  banks 
encourage  lending  by  reducing  rates  to  customers  and  in 
general  extending  credit  more  liberally.  Thus  purchasing 
power  created  by  the  central  bank  on  the  basis  of  its  increased 
gold  reserves  is  transferred  to  business  men,  thereby  increas¬ 
ing  the  effectual  demand  of  the  community  for  commodities 
and  tending  to  raise  the  level  of  prices.  When  a  central  bank 
finds  its  reserves  falling,  it  endeavours  to  reduce  its  liabilities 
by  raising  its  rate,  thereby  discouraging  new  borrowings  and 
encouraging  borrowers  to  reduce  their  indebtedness.  This 
reduces  the  amount  of  purchasing  power  in  the  hands  of  busi¬ 
ness  men,  reduces  the  effective  demand  of  the  community  for 
commodities  and  prices  fall.  These  movements  of  prices  are 
ordinarily  slight  and  relatively  unnoticed  by  the  general  pub¬ 
lic,  but  when  increased  gold  production  adds  to  central  bank 
reserves  increasing  amounts  of  gold  and  the  rate  of  increase 
in  the  stocks  of  gold  is  greater  than  the  rate  of  increase  in  the 
annual  output  of  commodities,  bank  rates  will  be  such  as  to 
encourage  the  use  of  more  and  more  credit  and  prices  will 
rise  continuously. 

Such  is  the  accustomed  explanation  of  the  relationship 
between  gold  and  prices,  somewhat  over-simplified  in  state¬ 
ment.  In  attempting  to  apply  it  to  the  existing  price  situation 
we  shall  find  need  for  much  elaboration  and  for  a  much  more 
sophisticated  analysis. 

The  decline  of  prices  in  the  last  few  years  is  most  ob¬ 
viously  notable  because  of  its  extent.  In  Canada,  by  the  index 
number  of  the  Dominion  Bureau  of  Statistics,  based  on  1913, 
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the  fall  In  wholesale  prices  has  been  from  160  in  1925  to  less 
than  117  at  the  present  time  or  more  than  27  per  cent.  The 
fall  in  wholesale  prices  from  1872  to  1879  was  only  25  per 
cent.,  while  that  from  1882  to  1886,  which  bears  a  good  deal 
of  similarity  to  the  present,  was  only  20  per  cent.  Only  the 
declines  in  prices  immediately  following  the  Napoleonic  Wars 
and  the  War  of  1914-18  were  greater  than  the  1925-1931  de¬ 
cline,  and  all  others  that  were  in  any  way  comparable  in  size 
were  associated  not  only  with  a  cyclical  down-turn  of  business 
but  also  with  a  long-time  downward  trend  of  prices.  These 
comparisons  can  be  readily  made  on  Charts  I,  II,  and  III. 

It  is,  of  course,  commonly  understood,  that  if  all  prices 
and  rates  of  money  payments  declined  synchronously  and  in 
the  same  degree,  there  would  be  comparatively  few  problems 
associated  with  the  phenomena  of  price  declines.  In  fact, 
however,  there  are  very  wide  variations  among  different 
kinds  of  prices,  as  are  so  much  in  evidence  at  the  present 
time.  So  important  is  this  that  there  is  much  to  be  said  for 
J.  M.  Keynes’  suggestion  that  we  should  think  not  of  a  single 
price-level  but  of  a  plurality  of  price-levels. 

The  perfect  working  of  a  price  mechanism  would  require 
complete  mobility  and  response  to  market  conditions.  Prices 
are,  however,  a  phase  of  human  behaviour  and  human  beings 
have  other  ends  in  view  than  the  maintenance  of  economic 
equilibrium.  Naturally  all  classes  resist  to  the  best  of  their 
ability  reduction  of  those  prices  of  services  which  we  call 
salaries  and  wages.  Contractual  prices  and  prices  given  some 
degree  of  rigidity  by  custom  or  by  the  blessed  privilege  of 
being  thought  unimportant,  are  also  points  of  resistance. 
Governments  almost  invariably  endeavour  to  keep  producers’ 
prices  up  by  tariffs,  embargoes,  and  other  devices.  They 
cannot,  however,  control  international  prices;  that  is,  prices 
of  commodities  for  which  there  is  a  world  market,  although 
they  can  in  the  case  of  those  commodities  which  meet  foreign 
competition  in  the  domestic  market  create  a  differential  in 
price  in  favour  of  the  domestic  producers  of  such  products. 
Except  for  such  differentials,  as  are  created  by  transportation 
costs,  customs  barriers  and  other  obstacles  to  trade,  the  prices 
of  international  commodities  tend  to  move  in  the  same  direc- 
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tion  in  all  parts  of  the  world.  The  prices  of  domestic  com¬ 
modities  may,  however,  move  in  quite  different  directions. 

The  proportion  to  which  the  various  elements  of  price 
resistance  enter  into  different  classes  of  prices  creates  wide 
discrepancies  between  the  decline  in  prices  of  raw  materials 
and  manufactured  goods,  between  wholesale  prices  and  re¬ 
tail  prices,  between  prices  of  producers’  and  consumers’  goods, 
and  they  affect  particularly  the  producing-poinfc  prices  of  raw 
materials  produced  for  distant  international  markets. 

The  disparities  between  these  different  types  of  prices 
are  matters  of  common  knowledge,  but  Chart  III  shows 
graphically  some  of  those  which  are  of  peculiar  importance 
to  Canada.  The  drastic  and  ruinous  decline  in  the  prices  of 
farm  products  is  reflected  in  a  decline  in  export  prices  more 
precipitous  than  that  of  import  prices.  These  price  move¬ 
ments  have  greatly  worsened  Canada’s  terms  of  trade,  i.e., 
the  physical  quantity  of  imports  which  our  exports  will  pur¬ 
chase  for  us.  Bad  as  were  the  days  of  falling  prices  in  the 
last  quarter  of  the  19th  century,  they  were  lightened  for 
Canada  by  the  fact  that  import  prices  declined  faster  than 
export  prices  and  the  terms  of  trade  were  improved.1 

Chart  IV  depicts  the  movements  of  wholesale  prices  in 
the  more  important  countries  of  the  world.  It  should  be  noted 
that  these  price  movements  cannot  be  directly  related  to  gold 
until  after  1925  and  1926  when  there  was  a  general  return  to 
the  gold  standard.  With  this  in  mind,  one  is  struck  by  the 
fact,  that  wholesale  prices  have  fallen,  though  in  varying 
degrees,  in  all  these  countries  since  1925,  the  decline  becoming 
rapid  in  1930.  It  is  not  surprising  to  find  that  wholesale 
prices  in  all  these  countries  moved  in  the  same  direction  since 
wholesale  price  indexes  are  made  up  largely  of  commodities 
which  are  international  in  their  markets  and  of  which  the 
prices  in  one  market  must  consequently  maintain  a  logical 
relationship  to  prices  of  the  same  commodities  in  other 
markets. 

It  should  also  be  noted  here,  without  entering  into  any 


1  K.  W.  Taylor  and  H.  Michell,  Statistical  Contributions  to  Canadian 
Economic  History,  Vol.  II  (Toronto:  MacMillans,  1931),  p.  7. 
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weary  discussion  of  index  numbers  of  prices,  that  index  num¬ 
bers  of  wholesale  prices  do  not  adequately  measure  the  general 
level  of  prices.  They  are  based  on  prices  which  are  only  a 
part  of  the  whole  range  of  prices  upon  which  purchasing 
power  is  expended.  Further,  they  are,  as  noted  above,  very 
heavily  weighted  with  international  commodities  and  cannot 
be  expected  to  measure  the  price  levels  peculiar  to  particular 
countries.  Mr.  Carl  Snyder,  of  the  Federal  Reserve  Bank  of 
New  York,  constructed  an  index  of  the  general  price  level 
for  the  United  States,  combining  wholesale  prices,  retail 
prices,  wages  and  rents.2  Mr.  J.  M.  Keynes  has  constructed 
on  a  roughly  similar  basis  an  index  for  the  United  Kingdom. 
Using  weights  similar  to  those  by  Mr.  Snyder  and  Mr.  Keynes, 
I  have  computed  a  similar  index  for  Canada.  These  indexes 
of  the  general  price  level  are  shown  in  Chart  V.  Mr.  Snyder 
did  not  extend  his  index  beyond  1925  but  later  issued  a  re¬ 
vised  index,  which  includes  also  security,  real  estate  prices 
and  some  others.  While  no  great  accuracy  is  claimed  for 
these  computations,  they  do  show  in  general  that  the  price 
level  in  the  United  States  rose  somewhat  from  1925  to  1930 
and  then  fell,  that  the  price  level  in  Canada  remained  prac¬ 
tically  constant  from  1925  to  1930  and  then  fell,  while  the 
price  level  in  the  United  Kingdom  has  been  falling  from  1925 
to  the  present,  though  the  rate  of  fall  in  1927-8  was  slight. 

This  suggests  that  the  forces  tending  to  reduce  price 
levels  acted  with  peculiar  strength  on  England  and  were 
peculiarly  strong  in  1925  and  1926  and  from  1929  to  the 
present.  It  has  not  been  possible  to  construct  similar  indexes 
for  France  and  Germany,  but  since  we  see  that  in  Germany 
the  wholesale  price  level  rose  from  1926  to  1928,  and  since 
we  know  that  wages  and  retail  prices  increased,  we  can  say 
that  if  an  index  of  the  general  price  level  in  Germany  were 
constructed  it  would  show  also  an  increasing  price  level  from 
1926  to  1928  with  the  present  decline  beginning  perhaps  as 
early  as  1928.  In  France,  wholesale  prices  remained  approxi¬ 
mately  stable  in  1927  and  1928,  while  wages  and  retail  prices 


2  Carl  Snyder,  Business  Cycles  and  Business  Measurements  (New 
York:  Macmillans,  1927),  p.  286. 
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increased  up  until  1930.  Hence  we  may  conclude  that  an  in¬ 
dex  such  as  the  above  would  show  increases  in  the  French 
price  level  up  until  very  recently. 

The  increase  in  the  world’s  production  of  gold  culminated 
in  1915  with  an  annual  output  of  468  millions  of  dollars.  From 
that  point  the  output  declined  rapidly  to  318  millions  of  dol¬ 
lars  in  1922,  and  rose  by  1929  to  402  millions  of  dollars.  It 
has  been  estimated  by  Mr.  Joseph  Kitchin,  the  leading  au¬ 
thority  on  gold  supplies,  that  after  a  few  years  the  annual 
production  of  gold  will  decrease  and  that  the  average  annual 
output  from  1935-39  will  be  less  than  the  output  from  1930-34. 

Since  there  is  a  dependable  upward  tren^in  the  produc¬ 
tion  of  commodities  and  services  to  be  exchanged  for  money, 
it  follows  that  if  stability  of  price  levels  is  to  be  maintained, 
the  annual  output  of  gold  must  not  only  be  maintained,  but 
must  increase,  unless  it  be  assumed  that  the  economies  effected 
in  the  uses  of  gold  will  be  sufficient  to  take  care  of  the  in¬ 
creased  volume  of  commodities  to  be  exchanged.  Assuming 
this  required  increase  and  ignoring  the  undoubted  economies 
effected  in  the  use  of  monetary  gold,  Mr.  Kitchin  gave  it  as  his 
opinion,  both  before  the  Commission  on  Indian  Currency  and 
Finance  and  in  his  memorandum  to  the  Gold  Delegation  of  the 
League  of  Nations,  that  prices  would  fall  below  the  level  of 
1925-6.  Chart  VI  shows  the  basis  of  his  prediction.  It  differs 
from  Cassel’s  calculation  in  Chart  I  in  that  Kitchin  uses 
monetary  gold  stocks  and  not  total  gold  stocks  and  estimates 
that  the  cumulative  rate  of  increase  required  is  3.1  per  cent, 
as  compared  with  Cassel’s  3  per  cent.  In  the  Chart  the  line. 
Relative  Stock  of  Gold  Money,  fluctuates  above  or  below  100 
per  cent.,  according  as  the  average  annual  additions  to  the 
world’s  stock  of  monetary  gold  exceeds  or  falls  short  of  3.1 
per  cent,  of  the  supply  at  the  end  of  the  preceding  year. 

There  is  a  serious  objection  to  conclusions  drawn  from 
this  type  of  analysis.  The  assumption  is  made  that  no  econo¬ 
mies  have  been  made  in  the  monetary  uses  of  gold.  Yet  we 
know  that  great  economies  have  been  made  since  1913  by  the 
withdrawal  of  gold  from  general  circulation,  by  the  concen- 
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tration  of  reserves  in  central  banks,3  and  by  the  extension  of 
payment  by  cheque.  The  world’s  gold  reserves  have  increased 
by  approximately  100  per  cent,  between  1913  and  1929.4  Thus 
while  the  notes  and  demand  deposits  of  the  world’s  banks  had 
somewhat  more  than  doubled  during  the  period  the  ratios  of 
reserves  to  notes  and  sight  liabilities  and  to  demand  deposits 
were  approximately  the  same  in  1913  and  1928.5 6  Dr.  Edie, 
who  has  made  this  subject  peculiarly  his  own,  has  estimated 
that  sufficient  gold  has  been  withdrawn  from  circulation  since 
1913,  and  placed  in  central  gold  reserves  to  support  a  price- 
level  35  per  cent,  above  the  pre-war  standard.®  The  late  Pro¬ 
fessor  Lehfeldt  wrote: 

The  novelty  of  the  situation  during  the  war  lay  in  the  fact  that  the 
economizing  of  gold  was  suddenly  pushed  in  a  way  that  had  never  hap¬ 
pened  before.7 

And  yet  economizing  had  been  going  on  even  before  that 
time.  Following  the  method  of  Cassel,  Joseph  Kitchin  calcu¬ 
lated  the  compound  rates  of  increase  in  the  gold  stock  between 
each  pair  of  years  prior  to  1913  at  which  prices  were  at  the 
same  level.  These  rates  of  increase  are  as  follows: 

1844-1880 — 3.29  per  cent. 

1851-1884 — 3.09  per  cent. 

1844-1913 — 3.04  per  cent. 

1884-1907 — 2.91  per  cent. 

1890-1913 — 2.76  per  cent. 

It  will  be  noted  that  the  rate  of  increase  of  gold  stocks 
required  to  maintain  stable  prices  declines  as  the  pairs  of 
years  come  nearer  to  the  present.  Assuming  that  increases 
in  the  production  of  commodities  were  at  the  same  rates  in 
the  post-war  and  pre-war  period,  and  assuming  that  economies 


3  Royal  Commission  on  Indian  Currency  and  Finance,  Minutes  of 
Evidence,  Vol.  V,  p.  274,  Evidence  of  Governor  Strong  of  the  Federal 
Reserve  Bank  of  New  York. 

4  League  of  Nations,  Interim  Report  of  the  Gold  Delegation  of  the 
Financial  Committee  (Geneva:  1930),  p.  94. 

5  Ibid.,  p.  103. 

6  L.  D.  Edie,  Money,  Bank  Credit  and  Prices  (New  York:  Harper 
Bros.,  1928),  p.  266. 

7  The  Economist  (London),  November  20,  1926. 
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in  the  use  of  gold  proceeded  at  the  same  rates  as  in  the 
previous  period,  one  might  make  a  rough  estimate  on  the  basis 
of  Kitchin’s  figures  that  it  should  have  required  in  1930  only 
about  a  2.25  per  cent,  annual  increase  in  monetary  gold  to 
maintain  a  stable  price  level.  Dr.  Edie,  on  the  basis  of 
Kitchin  s  figures,  considers  that  a  2.7  per  cent,  annual  increase 
is  required  in  the  post-war  period.8 

On  the  basis  of  pre-war  experience  and  the  statistics  of 
world  gold  stocks,  and  despite  the  high  authority  of  Professor 
Cassel  and  Mr.  Kitchin,  there  seems  to  me  no  reason  to  have 
predicted  a  fall  in  the  general  level  of  prices  as  early  as  1930, 
nor  any  necessity  why  the  world  should  return  in  the  near 
future  to  the  pre-war  price-level. 

On  a  different  basis,  the  Gold  Delegation  of  the  League 
of  Nations  stated  that,  assuming  that  the  demand  for  bank 
credit  increased  at  the  rate  of  3  per  cent,  per  annum,  gold 
shortage  would  make  itself  felt  by  1929.  If  the  demand  in¬ 
creased  at  the  rate  of  2  per  cent,  the  shortage  need  not  be  felt, 
they  stated,  until  between  1933  and  1938.9  Mr.  Carl  Snyder 
has  recently  published  a  careful  estimate  of  increases  in 
world  production,  showing  that  contrary  to  general  belief,  the 
average  rate  of  increase  since  1913  has  been  less  than  the  pre¬ 
war  rate  and  is  somewhat  less  than  3  per  cent.10 

There  seems  to  be,  therefore,  no  sound  reason  for  assum¬ 
ing  that  the  world’s  supply  of  monetary  gold  has  become  in¬ 
adequate  to  maintain  a  stable  level  of  prices  though  it  may  be 
that  in  the  present  decade  it  may  become  so.  Why  then  the 
disastrous  collapse  of  prices  in  the  last  few  years? 

Sir  Henry  Strakosch,  in  a  memorandum  submitted  to  the 
Gold  Delegation  of  the  League  of  Nations,  elaborated  an  in¬ 
genious  explanation.  Going  back  only  to  1924,  and  assum¬ 
ing  as  had  Cassel  and  Kitchin  that  a  3  per  cent,  annual  in¬ 
crease  in  monetary  gold  stocks  was  necessary  to  the  main¬ 
tenance  of  the  price  level,  he  pointed  out  that  the  world’s 
monetary  gold  was  not  distributed  proportionately,  and  that 


8  Edie,  op.  cit.,  p.  252. 

9  Interim  Report  of  the  Gold  Delegation,  p.  16. 

10  Federal  Reserve  Bank  of  New  York,  Monthly  Review,  May,  1931. 
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certain  countries,  notably  the  United  States,  France  and  the 
Argentine,  had  gold  reserves  in  excess  of  their  requirements 
for  supporting  the  current  price-level.  He  contended,  there¬ 
fore,  that  gold  entering  these  countries  went  out  of  active 
monetary  use,  or  as  the  phrase  is,  was  “sterilized,”  while  gold 
exported  from  these  countries  was  an  addition  to  the  active 
stocks  of  the  world.  By  reference  to  Charts  VII  and  VIII  it 
will  be  seen  that  the  annual  declines  in  prices  measured  by 
the  Economist’s  index  number  are  roughly  correlated  with  the 
deficiencies  in  Strakosch’s  calculated  additions  to  the  world’s 
active  monetary  reserves.  This  analysis  is  suggestive  but  not 
conclusive  and  needs  to  be  elaborated,  if  one  is  to  understand 
just  how  gold  scarcity,  if  such  exists,  exerted  pressure  on 
price  levels. 
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In  attempting  to  explain  the  present  price  situation,  one 
must  bear  in  mind  two  factors  of  overshadowing  importance. 
The  first  was  the  return  of  European  countries  generally  to 
the  gold  basis.  In  England  this  return  required  a  policy  of 
deflation  both  before  and  after  1925.  Had  prices  in  the  United 
States  continued  their  upward  movement  throughout  1925 
and  later,  the  deflation  required  would  have  been  less,  but 
unfortunately,  prices  in  the  United  States  were  lower  in  1926. 
In  the  case  of  France,  while  the  currency  was  still  depreci¬ 
ating  rapidly,  great  amounts  of  funds  were  sent  from  France 
to  gold  standard  countries  for  short  term  investment  pending 
stabilization  of  the  franc.  This  out-flow  of  funds  has  been 
estimated  at  about  37  billion  francs.  Further,  during  the 
period  1926-1928  between  the  de  facto  and  the  de  jure  stabil¬ 
ization  of  the  franc,  the  Bank  of  France  found  it  necessary  to 
acquire  large  amounts  of  foreign  bills  which  it  purchased 
through  an  increase  in  its  note  issue.  Such  was  the  confidence 
in  France  that  the  franc  would  ultimately  be  established  at  a 
higher  value,  that  the  Bank,  instead  of  having  to  sell  bills 
on  London  and  New  York  as  it  had  expected,  had  to  buy  them 
in  order  to  keep  the  value  of  the  franc  down.  Private  funds 
which  had  left  France  in  1925  and  1926  began  to  return  in 
unexpected  volume.  In  addition,  the  Bank  of  France,  to  make 
secure  its  reserve  position  when  legal  stabilization  took  place, 
converted  part  of  its  foreign  bills  into  gold  and  increased  its 
gold  reserve  to  32  billion  francs  at  the  end  of  1928.  Since 
June,  1929,  the  Bank  of  France  has  apparently  not  taken  the 
initiative  in  importing  gold.  The  commercial  banks,  how¬ 
ever,  continued  to  convert  their  foreign  holdings  into  gold 
as  a  means  of  providing  themselves  with  notes  of  the  Bank  of 
France  to  meet  the  demands  of  their  customers  for  notes,  a 
demand  rendered  particularly  great  by  the  peculiarities  of 
French  banking  habits,  and  by  the  process  by  which  the  rapid 
refunding  of  the  French  internal  debt  was  carried  on.  Further, 
short  term  funds  attracted  to  the  New  York  market  by  the 
high  rates  prevailing  there  during  the  speculative  boom,  re¬ 
turned  to  France  following  the  market  collapse  of  the  fall  of 
1929. 

France,  by  her  hasty  stabilization  of  the  franc  before  the 
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full  effects  of  the  inflation  of  1925  and  1926  had  made  them¬ 
selves  felt  in  domestic  prices,  established  the  external  value 
of  the  franc  at  less  than  its  internal  value,  while  England 
established  the  external  value  of  the  pound  at  more  than  its 
internal  value.  A  measure  of  deflation  continued  to  be  the 
lot  of  England,  a  measure  of  inflation  the  lot  of  France. 

The  second  dominant  influence  in  the  post-war  world 
has  been  the  volume  of  reparation  and  war  debt  payments 
together  with  the  much  greater  volume  of  international  pri¬ 
vate  debts.  The  United  States  and  France  are  the  chief  net 
creditors  and  Germany  is  the  debtor.  Great  Britain  under 
the  settlement  is  little  more  than  a  middleman  and  has  not 
borrowed  extensively  abroad  since  1920.  The  normal  process 
of  making  these  payments  would  be  for  Germany,  or  the 
agency  charged  with  the  transfer,  to  purchase  foreign  bills 
thereby  bidding  up  the  rate  beyond  the  gold  point,  thereby 
creating  a  flow  of  gold  from  Germany  toward  New  York  and 
Paris.  This  flow  of  gold  would  create  easy  money  and  low  dis¬ 
count  rates  in  those  countries  and  a  higher  discount  rate  in  the 
debtor  country,  raise  the  price  levels  in  the  creditor  countries 
and  depress  it  in  the  debtor  country,  thus  stimulating  a  bal¬ 
ance  of  merchandise  exports  for  the  debtor.  This  balance 
of  merchandise  exports,  together  with  the  annual  foreign 
borrowings  would  ultimately  equal  the  annual  reparation  and 
debt  payments  to  be  made  and  gold  flows  would  cease,  a  state 
of  equilibrium  having  been  reached. 

The  actual  events  which  took  place  were  somewhat  differ¬ 
ent.  Taking  first  the  United  States  and  then  France,  let  us 
examine  the  events  which  took  place :  There  has  been  during 
the  whole  decade  since  1920  a  tendency  for  gold  to  flow  to¬ 
ward  New  York  with  the  exception  of  1927  and  1928.  This 
gold  movement  is  what  we  would  expect.  Also  it  did  create 
relatively  easy  money  in  the  United  States  and  there  followed 
an  extension  of  foreign  loans  so  great  that  pressure  to  change 
the  merchandise  balance  of  trade  was  largely  relieved.  So  great 
was  the  extension  of  United  States  credit  to  Germany  up  to 
the  end  of  1928,  that  it  largely  offset  the  foreign  payments  to 
be  made  by  Germany.  German  prices  showed  little  tendency 
to  fall;  indeed,  they  rose  in  1927  and  1928  and  Germany  made 
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little  progress  toward  achieving  an  export  merchandise  bal¬ 
ance.  Wholesale  prices  in  the  United  States  did  not  rise, 
their  tendency  was  downward.  A  price  index  such  as  Snyder’s, 
however,  which  is  heavily  weighted  with  domestic  as  contrast¬ 
ed  with  international  commodities  shows  that  there  was  a  con¬ 
siderable  rise  during  this  period  though  most  of  it  occurred 
in  stocks,  wages  and  real  estate.  United  States  exports  even 
under  competitive  pressure  increased,  while  imports  increased 
but  not  so  greatly.  Both  imports  and  exports  declined  how¬ 
ever,  relative  to  the  totals  for  world  trade.  Both  by  adminis¬ 
trative  action  and  by  legislation  the  United  States  has  made 
every  effort  to  resist  the  increase  of  imports  which  would  be 
the  normal  and  desirable  result  of  the  reparations  and  war 
debts  situation.  In  consequence  of  this,  readjustments  of 
world  trade  necessary  for  the  payment  of  this  indebtedness 
have  been  delayed  and  by  being  delayed  have  been  increased  in 
magnitude. 

The  charge  is  frequently  made,  particularly  by  British 
writers  as  for  example  Sir  Henry  Strakosch,  that  increases  in 
the  gold  reserves  of  the  Federal  Reserve  System  have  not  been 
allowed  to  have  their  normal  effect  in  increasing  credit  out¬ 
standing,  the  purchasing  power  in  the  hands  of  the  public 
and  ultimately  the  price-level,  in  other  words,  that  the  gold 
imports  have  been  “sterilized.”  This  is  true  of  the  gold  im¬ 
ports  which  came  immediately  after  the  collapse  of  1920,  only 
in  the  sense  that  gold  was  used  to  increase  the  reserves  of  the 
central  banks,  which  at  the  peak  of  the  boom  had  been  re¬ 
duced  to  the  legal  minimum.  It  is  much  less  true  of  the  gold 
imports  which  came  to  the  United  States  after  the  return  of 
Britain  to  the  gold  standard  in  1925.  The  ratio  of  gold  re¬ 
serves  to  total  currency  and  reserve  liabilities  of  the  U.S. 
banks  and  government  declined  from  8.21  per  cent,  in  1922 
to  6.45  per  cent,  in  1928  in  spite  of  a  net  increase  of  400 
millions  in  the  gold  reserves.11  Total  bank  deposits  expanded 
22  per  cent,  by  1928  from  the  average  of  1923-5.  Industrial 
production  had  during  the  same  period  expanded  by  only  10 
per  cent,  and  prices  had  not  increased  significantly.12  To 


11  National  City  Bank  Bulletin,  October,  1930. 

12  Vide  Federal  Reserve  Bulletins. 
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what  use  had  the  credit  been  put?  It  was  used  chiefly  on  the 
security  markets.  Loans  to  brokers  from  all  sources  as  re¬ 
ported  by  the  New  York  stock  exchange  increased  from  1.2 
billions  in  1922  to  6.4  billions  in  1928.13  Stock  and  bond 
prices  rose  tremendously.  One  effect  of  cheap  money  was  to 
create  an  unprecedented  speculative  boom. 

It  is  difficult  to  explain  why  commodity  prices  in  the 
United  States  did  not  feel  some  of  the  effect  of  credit  expan¬ 
sion,  and  in  part  they  perhaps  did.  It  may  be  that  wholesale 
prices  in  the  United  States  would  have  fallen  more  than  they 
did  up  to  1928,  had  credit  not  been  plentiful.  In  part  too, 
the  major  commodities  of  American  production  are  in  some 
measure  international  in  character.  Convinced  of  the  efficacy 
of  high  wages,  large  turnover  and  declining  unit  costs,  Ameri¬ 
can  producers  waged  a  gallant  fight  to  meet  the  increasingly 
severe  competition  to  which  declining  prices  in  other  coun¬ 
tries  were  subjecting  them.  They  were  even  able  in  this 
situation  to  increase  exports  somewhat.  In  other  words, 
American  industry  was  able  by  a  great  advance  in  technology 
and  management  to  resist  the  readjustment  of  the  merchan¬ 
dise  balance  of  trade  which  might  have  been  expected  to  take 
place.  Almost  the  whole  burden  of  balancing  the  interna¬ 
tional  position  of  the  United  States  was  thrown  on  transfers 
not  of  merchandise  but  of  capital  and  from  1926  to  1928  the 
United  States  increased  its  long  term  creditor  position  from 
14,000  to  16,000  millions  of  dollars.14 

Thus,  up  to  the  end  of  1928,  the  United  States  had  avoid¬ 
ed  any  readjustment  of  its  merchandise  balance  of  trade  and 
had  in  1925,  1927  and  1928  released  some  gold  to  other  coun¬ 
tries.  Except  for  a  short  period  in  1926  and  1927  which  I 
shall  not  discuss  at  this  point,  there  can  be  little  criticism  of 
Federal  Reserve  authorities  for  any  serious  “sterilizing”  of 
gold. 

Had  such  gold  as  American  foreign  loaning  made  avail¬ 
able  gone  to  London  where  it  was  most  needed,  the  world  situ- 


13  Federal  Reserve  Bulletin,  January,  1929. 

14  United  States  Department  of  Commerce,  Trade  Information 
Bulletin,  No.  503. 
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ation  would  have  been  much  improved.  Most  of  it  was,  how¬ 
ever,  absorbed  by  France  where  the  percentage  of  gold  hold¬ 
ings  and  foreign  assets  convertible  into  gold,  to  notes  and 
sight  liabilities  rose  to  79  per  cent,  in  1928  as  compared  with 
a  similar  ratio  of  29  per  cent,  for  the  United  Kingdom.15 

At  the  end  of  1928  then,  the  United  States  was  maintain¬ 
ing  a  balance  with  the  rest  of  the  world  by  virtue  of  an  en¬ 
larged  volume  of  foreign  lending,  and  an  increasing  efficiency 
5n  production,  and  was  endeavouring  to  control  her  own 
domestic  stock  boom  by  curtailing  credit.  Germany  was  en¬ 
abled  by  United  States  loaning  to  maintain  her  international 
position  and  relatively  easy  money.  France  was  using  her 
great  foreign  balances  to  increase  her  already  large  gold  re¬ 
serves.  The  strain  was  falling  on  London,  which  nevertheless 
managed  to  maintain  relatively  low  money  rates  during  1927 
and  1928  in  the  face  of  gold  exports.  France  absorbed  in  1928 
all  the  gold  released  by  the  United  States,  and  together  with 
Argentina,  took  in  addition  more  than  a  quarter  of  the  year’s 
increase  in  monetary  gold. 

Turning  for  a  moment  to  discount  rates  during  this 
period,  in  1925,  in  order  to  resume  gold  payments,  Great 
Britain  had  to  restrict  credit  and  deflate  prices  in  order  to 
bring  them  into  line  with  prices  in  the  United  States  the 
chief  gold  standard  country.  The  bank  rate  rose  from  an 
average  of  314  per  cent,  in  1923  to  an  average  of  5  per  cent, 
in  1926.  This  policy  of  restriction  was  associated  with  the 
decline  in  the  wholesale  prices  index  from  1925  to  1927.  Pres¬ 
sure  on  sterling  was  increased  during  this  period  by  increases 
in  the  New  York  rate  from  3  to  31/2  per  cent,  in  February  of 
1925  and  from  3!/2  to  4  per  cent,  in  January  of  1926,  which 
brought  gold  imports  to  the  United  States.  In  the  fall  of 
1927,  alarmed  at  the  fall  in  wholesale  prices,  and  realizing 
that  prices  in  the  United  States  could  not  be  stabilized  if  inter¬ 
national  prices  were  falling,  New  York  lowered  its  rate  to 
3 1/2  per  cent.,  thereby  permitting  exports  of  gold.  From 
1925  to  1930  the  Bank  Rate  in  London  was  at  or  above  4Va 
per  cent.  Though  the  rate  was  high  (the  average  for  the  de- 


16  Interim  Report  of  the  Gold  Delegation,  p.  110. 
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cade  before  the  war  was  3.73)  it  was  almost  exactly  equal  to 
the  average  rate  from  1921-30.  Moreover,  the  rate  of  41/2 
per  cent,  continued  stable  for  almost  a  year  and  the  bank  was 
able  to  increase  its  reserves  by  a  substantial  amount.  This 
period  of  the  stable  bank  rate  when  French  demands  were 
being  neutralized  by  gold  released  from  the  United  States, 
was  the  period  when  wholesale  prices  remained  fairly  stable 
or  even  increased  somewhat  in  some  countries. 

The  period  was,  however,  short-lived.  The  rising  specu¬ 
lative  market  in  the  United  States  required  the  restrictive 
action  of  the  Federal  Reserve  authorities  and  the  New  York 
rate  rose  from  3  per  cent,  in  1928  to  6  per  cent,  in  September, 
1929.  United  States  exports  of  gold  which  had  stabilized  the 
gold  situation  for  about  a  year  were  converted  into  imports, 
and  the  full  brunt  of  French  and  United  States  demand  for 
gold  was  turned  on  London,  which  lost  gold  continuously  from 
September,  1928,  to  March,  1929,  and  again  throughout  the 
summer  of  1929,  in  spite  of  repeated  increases  in  the  Bank 
of  England  Rate. 

Just  as  the  gold  situation  had  been  temporarily  stabilized 
by  United  States  exports  of  gold,  so  drastic  readjustments  of 
international  balances  of  payments  had  been  avoided  by  great 
exports  of  United  States  capital.  By  the  end  of  1928  domestic 
demand  was  absorbing  all  United  States  funds  and  the  United 
States  as  a  world  banker,  in  the  words  of  Professor  Sprague, 
“shut  up  shop.’'  Here  was  another  factor  drawing  gold  to  New 
York  and  causing  the  United  States  to  compete  with  France 
for  the  world’s  gold.  Discount  rates  in  England  and  Germany 
rose  sharply,  credit  was  restricted,  and  a  disastrous  decline  in 
the  prices  of  international  commodities  spread  to  all  countries. 
It  affected  with  particular  violence  the  producer’s  prices  of 
raw  materials  sold  in  distant  world  markets  because  of  the 
number  of  highly  resistant  prices  intervening  between  the 
producer’s  price  and  the  price  of  the  consumer’s  product. 

Having  reviewed  some  of  the  evidence,  it  remains  only 
to  draw  the  conclusions.  Conclusions  drawn  from  so  great  a 
mass  of  evidence  are  necessarily  opinions. 

In  the  firf  place,  world’s  stocks  of  monetary  gold  were 
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sufficient  to  maintain  the  price  level  of  between  40  and  50 
per  cent,  above  the  pre-war  base.  There  is  evidence  that 
world  stocks  of  monetary  gold  are  unlikely  to  increase  at  a 
fast  enough  rate  to  postpone  indefinitely  the  time  when  the 
inadequacy  of  gold  will  make  itself  felt  in  a  downward  trend 
in  prices.  It  may  be  noted,  however,  that  the  present  decline 
in  prices  has  itself  reduced  the  demand  for  gold  and  has  post¬ 
poned  the  day  when  gold  shortage  may  arise.  Further,  it 
may  be  pointed  out  that  it  has  now  been  forcibly  impressed 
on  everyone  that  the  present  situation  is  not  merely  the 
aftermath  of  a  North  American  stock  market  orgy,  but  an 
accumulation  of  international  maladjustments.  There  is, 
therefore,  much  greater  hope  than  formerly  of  getting  that 
international  co-operation  necessary  to  the  economizing  of 
gold. 

In  the  second  place,  the  decline  in  prices  is  associated 
with  the  maldistribution  of  gold,  but  that  maldistribution  is 
not  in  itself  a  cause.  It  is  the  resultant  of  the  delays  in  the 
process  of  making  the  adjustments  required  by  the  changes 
which  took  place  with  unwonted  rapidity  between  1914  and 
1920,  and  the  adjustments  required  by  the  conditions  under 
which  gold  was  re-established  in  England  and  France.  The 
major  changes  which  required  that  adjustments  be  made, 
were  emergence  of  the  United  States  as  the  great  creditor 
nation  of  the  world  in  place  of  England,  and  to  a  less  extent 
the  unusually  quick  recovery  by  France  of  the  creditor  posi¬ 
tion  which  she  held  before  the  war.  The  most  important  ulti¬ 
mate  adjustments  which  these  changes  require  are  in  the  com¬ 
modity  balances  of  trade.  These  adjustments  are  normally 
brought  about  by  movements  of  gold,  changes  in  credit,  and 
changes  in  price  levels  in  the  countries  concerned.  More 
specifically,  countries  like  Germany  must  ultimately  achieve 
a  balance  of  merchandise  exports;  countries  like  the  United 
States  and  France  must  accept  balances  of  merchandise  im¬ 
ports,  insofar  as  these  may  be  offset  or  postponed  by  foreign 
lending  or  items  like  tourists  expenditure.  This  process  of 
adjustment  has  been  delayed  by  a  number  of  factors  which 
can  be  briefly  listed,  not  necessarily  in  order  o"  t^ieir  impor¬ 
tance. 
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1.  Adjustments  in  Britain  have  been  made  difficult  by 
her  stabilization  of  her  currency  at  a  point  requiring  de¬ 
flation.  The  price  adjustments  required  of  her  were  down¬ 
ward  and  her  present  economic  organization  has  proved 
peculiarly  resistant  to  a  downward  movement. 

2.  The  rapid  increase  in  .efficiency  in  U.S.  manufac¬ 
turing  industries,  estimated  at  50  per  cent,  by  Paul  Douglas, 
has  enabled  her  export  industries  to  resist  the  pressure  upon 
them. 

3.  The  advantage  given  French  industry  by  re-estab¬ 
lishing  her  currency  at  a  figure  below  its  internal  value,  gave 
to  French  industries  a  stimulus  which  increased  their 
competitive  strength  at  home  and  abroad. 

4.  Increases  in  tariff  barriers  and  other  hindrances  to 
international  trade  have  helped  in  varying  measure  to  delay 
the  necessary  readjustments. 

5.  Restrictive  arrangements  for  the  maintenance  of  the 
prices  of  various  products  have  delayed  the  year  to  year  ad¬ 
justments  required  in  specific  industries. 

6.  Prior  to  the  war,  the  international  mechanism  work¬ 
ed  chiefly  through  London,  the  financial  centre  of  a  country, 
compact  and  highly  integrated  financially,  the  chief  creditor 
nation  of  the  world,  and  predominantly  an  international 
trader.  Since  the  war  the  international  mechanism  has  work¬ 
ed  also  through  New  York  and  Paris,  the  financial  centres  of 
countries  much  less  centralized  financially,  and  in  the  case  of 
France  with  an  inadequately  co-ordinated  banking  system. 
Neither  country  is  predominantly  an  international  trader.  In 
consequence,  international  readjustments  much  greater  than 
those  required  from  year  to  year  before  the  war,  are  being 
made  through  machinery  much  less  sensitive  and  less  per¬ 
fectly  articulated  than  the  pre-war  machinery. 

The  recent  drastic  price  declines  are,  in  brief,  a  phase 
of  a  violent  international  readjustment,  the  accumulated  total 
of  the  postponed  readjustments  of  the  past  decade. 
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S.  R.  Noble. — I  wish  first  of  all  to  congratulate  Dr.  Mackintosh  on 
the  able  manner  in  which  his  subject  has  been  treated.  In  this  abstract 
discussion  of  the  gold  situation  I  find  nothing  to  add  to,  or  to  disagree 
with,  but  I  should  like  to  discuss  some  of  the  practical  considerations 
which  arise  out  of  a  discussion  of  the  general  theories  advanced.  Before 
I  go  any  further  I  feel  it  is  necessary  to  ask  indulgence  of  the  audience 
on  account  of  my  lack  of  experience  as  a  public  speaker.  I  would  feel 
fairly  uncomfortable  on  my  feet  before  any  audience  but  when  I  con¬ 
sider  that  I  am  addressing  a  select  company  of  the  outstanding  econo¬ 
mists  of  the  country  I  wonder  at  my  temerity;  nevertheless  in  a  company 
of  economists  I  can  at  least  claim  to  be  a  practical  banker  although  it 
is  possible  that  among  a  company  of  bankers  I  would  have  to  maintain 
that  I  was  an  economist. 

First  may  I  comment  briefly  on  one  or  two  of  the  statements  in  the 
paper  which  you  have  just  heard.  Dr.  Mackintosh  has  referred  to  the 
papers  of  Kitchen  and  Cassel  published  in  the  Report  of  the  Gold  Dele¬ 
gation  of  the  Financial  Committee  of  the  League  of  Nations.  These 
two  great  authorities  point  out  that  the  price  level  in  1850  and  1910  was 
approximately  the  same.  They  argue  from  this  that  the  increase  in 
gold  stocks  must  have  approximated  the  increase  in  volume  of  business 
and  then  they  proceed  to  prove,  by  statistics  developed  by  the  League 
of  Nations  and  by  Dr.  Snyder  in  New  York,  that  this  is  approximately 
the  case.  It  is  possible  that  their  conclusions  are  justified  and  it  may 
be  presumption  on  my  part  to  disagree  with  such  great  authorities  but 
nevertheless  I  do  not  see  how  any  such  conclusion  is  justified.  In  1850 
there  was  only  one  country  operating  on  the  single  standard,  namely, 
the  United  Kingdom.  The  United  States  had  a  bi-metallic  standard  in 
which  gold  predominated  and  Europe  had  a  bi-metallic  standard  in 
which  silver  predominated.  The  whole  of  Asia  was  on  a  silver  basis  al¬ 
though,  of  course,  silver  countries  were  not  entirely  without  gold  circu¬ 
lating  as  money.  By  1910  practically  the  whole  world  was  on  a  gold 
basis;  but  in  the  meantime  the  policies  and  methods  of  operations  of 
central  banks  had  undoubtedly  changed  materially. 

It  must  be  mainly  a  coincidence  which  cannot  be  satisfactorily  ex¬ 
plained  statistically  that  prices  arrived  at  the  same  point  sixty  years 
apart.  If  this  statement  is  not  correct,  the  outlook  for  stability  of  prices 
is  very  poor  because  according  to  reputable  authorities  there  seems  little 
hope  that  the  present  volume  of  gold  production  can  be  materially  in¬ 
creased;  it  is  even  anticipated  that  within  a  generation  it  will  be  de¬ 
clining  at  a  rapid  rate.  It  surely  cannot  be  seriously  contended  that 
nothing  can  be  done  to  change  the  volume  of  currency  and  credit  which 
may  be  based  on  a  given  gold  reserve.  We  know  that  since  the  war  the 
uses  of  gold  have  greatly  changed.  Before  the  war,  particularly  in 
Europe,  there  was  a  large  volume  of  gold  coin  in  circulation  and  hoarded, 
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and  the  reserves  of  commercial  banks  were  largely  held  in  gold  coin. 
Since  the  war  these  practices  have  been  practically  done  away  with. 
Later  on  I  shall  touch  on  the  question  of  the  extent  to  which  central 
banks  require  to  hold  gold  reserves  in  order  to  maintain  the  parity  of 
their  money  with  other  countries  operating  on  a  gold  basis.  I  contend 
that  the  intelligent  understanding  of  this  problem  and  the  proper  co¬ 
operation  between  the  principal  central  banks  would  make  a  gold  shortage 
in  relation  to  prices  a  matter  which  need  not  concern  the  present  genera¬ 
tion.  I  would  not  have  you  think  that  I  believe  Dr.  Cassel  does  not  under¬ 
stand  the  problem.  He  goes  further  than  probably  anyone  else  in  his 
insistence  that  the  general  price  level  is  controllable  within  narrow  limits, 
and  the  only  inference  we  should  take  from  his  statement  is  that  a  shor¬ 
tage  of  gold  will  make  itself  felt  in  declining  prices  if  the  present  char¬ 
ters  and  policies  of  central  banks  are  continued  without  change.  He  has 
emphasized  at  great  length  the  possibilities  of  economizing  gold.  Inci¬ 
dentally  I  think  Dr.  Cassel,  in  his  predictions  of  falling  prices,  certainly 
did  not  foresee  the  present  debacle  and  he  would  be  the  last  to  admit 
that  the  shortage  of  gold  had  much,  if  anything,  to  do  with  the  present 
predicament. 

Dr.  Mackintosh  apparently  accepts  the  claim  outlined  in  the  National 
City  Bank  Letter,  and  also  emphasized  by  Mr.  Paul  Warburg  in  his 
annual  address  to  the  Bank  of  the  Manhattan  Company,  that  the  gold 
which  has  come  to  the  United  States  in  recent  years  has  not  been  steri¬ 
lized.”  The  National  City  Bank  proves  its  case  to  its  own  satisfaction 
by  pointing  out  that  the  increase  in  the  credit  extended  within  the 
country  during  the  period  of  1921-29  has  been  in  proportion  to  the  pre¬ 
viously  existing  gold  supply  and  is  actually  somewhat  greater  in  relation 
to  this  gold  stock  than  the  credit  outstanding  in  the  United  Kingdom. 
This  sounds  very  convincing  but  on  analysis  seems  to  me  to  mean  very 
little.  Mr.  Warburg  says  that  the  United  States  did  not  sterilize 
gold  and  proves  it  by  saying  that,  since  the  war,  its  loans  abroad  have 
exceeded  its  total  receipts  of  gold.  This  argument  seems  to  me  even 
less  acceptable  than  that  put  forward  by  the  National  City  Bank.  After 
all,  why  do  central  banks  require  gold?  Certainly  not  in  order  that  it 
may  be  exchanged  for  notes  which  circulate  within  the  country.  If  there 
were  any  great  tendency  for  the  people  to  present  notes  for  redemption 
in  gold,  that  of  itself  would  be  sufficient  reason  for  suspending  gold 
payments.  In  present  theory  and  practice  gold  is  needed  only  to  settle 
international  payments,  and  surely  no  one  seriously  suggests  that  the 
United  States  would  be  in  the  slightest  danger  of  having  its  exchange 
break  down  if  its  total  holdings  of  gold  were  only  one-third  of  what  they 
are  at  present.  Any  country  under  normal  conditions  can  quickly  ad¬ 
just  an  exchange  situation  by  appropriate  rate  or  open  market  policy, 
and  in  the  event  of  war,  all  the  gold  held  by  any  country  would  quickly 
prove  inadequate  to  its  needs.  It  is  a  matter  of  history  that  as  soon  as 
The  Great  War  broke  out  all  the  belligerent  countries  and  many  of  the 
neutrals  immediately  suspended  gold  payments  and  “managed”  their 


Gold  and  Prices — Discussion 


113 


currency  during  the  whole  term  of  the  war  and  for  some  time  after¬ 
wards.  I  have  never  heard  anyone  attempt  to  explain  mathematically 
the  meaning  of  “sterilization”  of  gold.  I  should  say  it  is  impossible  to  do 
so.  It  is  quite  clear  that  some  countries  need  much  more  gold  or  its 
equivalent,  cash  balances  abroad,  than  others  to  ensure  their  ability  to 
always  maintain  gold  payments.  The  countries  which  probably  require 
the  lowest  reserves  in  proportion  to  the  credit  outstanding  are  precisely 
those  which  have  cornered  the  gold  supply,  namely,  the  United  States 
and  France.  London,  as  the  central  gold  market  and  the  settlement 
point  for  the  bulk  of  international  business  and  dependent  as  she  is  to 
a  far  greater  extent  than  any  other  country  on  foreign  trade,  might 
clearly  experience  greater  sudden  drains  on  her  gold  reserves  than  per¬ 
haps  any  other  country.  However,  as  the  only  properly  organized  money 
market,  she  can  undoubtedly  counteract  gold  movements  in  either  di¬ 
rection  more  quickly  than  any  other  market. 

I  think  at  this  stage  I  should  say  that  in  my  judgment  the  main 
factor  in  bringing  about  and  continuing  the  present  world-wide  depres¬ 
sion  has  been  the  disastrous  fall  in  the  commodity  price  level  and  that 
this  has  been  brought  about  not  by  over-production,  tariffs,  war  debts, 
stock  market  collapse  or  any  of  the  usual  causes  assigned,  but  by  a 
thoroughly  stupid  central  bank  policy  with  France  and  the  United 
States  as  the  principal  villains  in  the  piece.  I  hope  that  Dr.  Mackin¬ 
tosh  may  be  right  in  assuming  that  out  of  the  present  difficulties  we 
can  expect  greater  co-operation  in  the  future  between  these  central 
banks,  but  I  must  say  that  to  date  I  have  seen  very  little  evidence  that 
this  will  be  the  case.  It  would  seem  that  France  does  have  some  feeling 
of  responsibility  in  the  matter  and  is  doing  what  she  can,  subject  to 
political  considerations  and  the  limitations  of  the  thoroughly  inadequate 
charter  of  the  Bank  of  France,  to  release  some  of  her  gold  by  assisting 
other  countries  financially.  It  seems  to  me  that  the  United  States,  to 
date,  has  not  only  failed  to  realize  its  responsibility  but  it  still  going 
ahead  with  a  stringent  policy  of  deflation.  While  it  would  undoubtedly 
have  been  possible  for  the  Federal  Reserve  Banks  to  operate  within  less 
restricted  limits  than  the  Bank  of  France,  it  also  seems  to  me  that  the 
organization  of  the  Federal  Reserve  Banks  and  the  terms  of  their  char¬ 
ter  are  quite  inadequate  and  thoroughly  dangerous  for  the  future  well¬ 
being  of  the  world. 

France  has  on  balance  in  the  last  couple  of  years  received  a  good 
deal  more  gold  than  the  United  States  in  the  last  couple  of  years  and  I 
would  like  therefore  to  analyze  the  cause,  and  endeavour  to  ascertain 
what  could  have  been  done  to  prevent  this  movement,  which,  it  was 
thoroughly  understood,  was  clearly  against  the  best  interests,  not  only 
of  the  world,  but  of  France  herself.  I  need  not  tell  you  that  the  Bank 
of  France  is  organized  along  different  lines  from  the  Bank  of  England 
and  the  Federal  Reserve  Banks.  In  the  first  place  it  has  about  300 
branches  throughout  the  country  and  competes  actively  for  commercial 
business.  As  a  result  of  this,  the  larger  banks  conduct  their  affairs  in 
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a  manner  which  makes  it  absolutely  unnecessary  for  them  to  depend 
upon  the  Bank  of  France  in  the  way  of  borrowing  from  it  or  selling 
their  paper  in  the  market.  Therefore,  when  they  require  additional  cash 
their  only  means  of  obtaining  it  is  by  depositing  gold.  As  you  all  know, 
there  has  been  an  enormous  increase  in  circulation  in  France  in  recent 
years,  owing  primarily  to  the  fact  that  the  franc  was  apparently  stabi¬ 
lized  at  too  low  a  price  and  up  to  the  middle  of  the  last  year  the  price 
level  was  steadily  rising.  During  1930  this  situation  was  greatly  ag¬ 
gravated  by  financial  difficulties  leading  to  hoarding  of  bank  notes  on 
a  large  scale.  Under  these  circumstances,  and  under  the  terms  of  its 
new  charter,  the  Bank  of  France  had  no  means  of  putting  additional 
money  into  the  market  and  therefore  was  absolutely  helpless  to  stem 
the  tide  of  gold.  Why  was  the  Bank  of  France  so  helpless?  I  have  ex¬ 
plained  that  competing  banks  do  not  borrow  from  it.  There  is  no  bill 
market  of  consequence  in  Paris  and  under  the  terms  of  the  new  charter 
the  Bank  is  prohibited  from  purchasing  government  securities.  It  can 
buy  foreign  exchange  and  did  this  to  a  very  large  extent  but  it  is  ob¬ 
vious  it  would  not  be  justified  in  placing  abroad  a  large  proportion  of  ’ 
its  total  assets.  I  suppose  in  1924  it  seemed  the  proper  thing  to  do  to 
prohibit  the  bank  from  buying  government  securities.  They  were  then 
in  the  course  of  crystalizing  the  depreciation  in  the  franc  brought  about 
by  enormous  borrowings  by  the  government  from  the  Bank  of  France 
during  the  war  and  afterwards.  It  probably  seemed  necessary  at  that 
time  to  promise  that  they  would  never  do  it  again,  if  they  wished  the 
public  and  the  world  generally  to  believe  that  the  franc  was  to  remain 
on  a  stable  basis.  Actually  this  appears  to  have  been  a  great  mistake. 
It  might  be  necessary  to  have  some  such  restriction  in  the  charter  of 
central  banks  in  countries  enjoying  a  third  rate  financial  standing  and 
irresponsible  governments.  No  serious  government  under  normal  con¬ 
ditions  would  upset  its  internal  economy  by  borrowing  excessive  amounts 
from  central  banks,  but  no  government  would  hesitate  for  one  second  to 
do  so  if  the  alternative  seemed  to  be  to  lose  a  war.  Therefore,  I  say 
that  until  a  reasonable  charter  is  developed  for  the  Bank  of  France  it 
will  always  be  a  source  of  danger  to  the  world  gold  supply.  Moreover, 
there  is  a  tendency  in  most  countries  to  regard  a  large  gold  supply  as 
something  worth  while  in  itself  and,  once  accumulated,  they  will  go  to 
considerable  lengths  to  retain  it  even  though  their  best  economic  interests 
point  in  a  different  direction. 

Now  what  is  the  situation  in  the  United  States?  Clearly  it  did  not 
require  the  gold  which  has  been  flowing  in  that  direction  since  192  < ; 
but  here  again  there  are  limits  within  which  the  Federal  Reserve  Banks 
must  have  confined  their  operations  in  an  attempt  to  prevent  this  move¬ 
ment.  At  the  risk  of  repeating  something  which  you  all  know  as  well 
as  I  do,  I  should  perhaps  explain  that  the  Federal  Reserve  Banks  have 
only  three  ways  in  which  they  can  affect  the  money  market.  These  are 
(1)  by  increasing  or  decreasing  their  loans  to  member  banks,  (2)  by 
altering  their  holdings  of  eligible  bankers  acceptances,  and  (3)  by  al- 


Gold  and  Prices — Discussion 


115 


tering  their  holdings  of  government  securities.  Obviously  they  cannot 
prevent  banks  from  paying  off  their  borrowings.  The  volume  of  bankers 
acceptances  available  is  quite  small,  and  a  large  proportion  of  it,  re¬ 
gardless  of  rates,  will  always  be  held  as  investments  by  local  and  foreign 
banks.  Recently  the  Federal  Reserve  Banks  have  evidently  been  using 
the  most  strenuous  means  to  increase  their  portfolio  of  bankers  accep¬ 
tances,  actually  cutting  the  rate  to  1  per  cent,  per  annum,  but  without 
materially  changing  their  total  holdings.  It  is  therefore  clear  that 
practically  the  only  initiative  left  to  them  is  by  varying  their  holdings 
of  government  securities  and  it  is  precisely  under  this  heading  that  I 
think  they  have  missed  entirely  their  opportunity  to  prevent  the  disas¬ 
trous  deflation  which  has  been  taking  place  for  more  than  a  year  and 
a  half. 

During  1928  and  1929  the  total  earning  assets  of  the  Federal  Re¬ 
serve  System  averaged  about  $1,500,000,000.  Early  in  1930  member 
banks  paid  off  no  less  than  $1,000,000,000  of  their  indebtedness  and  the 
funds  received  were  replaced  in  the  market  by  the  purchase  of  govern- 
'  ment  securities  to  the  extent  of  only  about  $400,000,000.  Had  the  Reserve 
Banks  replaced  the  funds  in  the  market  by  the  purchase  of  government 
securities,  as  quickly  as  they  received  them  through  payment  of  loans 
by  member  banks,  it  is  clear  that  the  decline  in  the  volume  of  circula¬ 
tion  and  bank  credit  would  have  been  largely  arrested  and  the  steady 
flow  of  gold  to  the  United  States  stopped  and  possibly  reversed.  Actu¬ 
ally  their  holdings  of  government  securities  have  been  kept  at  almost 
$600,000,000  for  the  past  eight  or  nine  months.  It  is  impossible  to  be¬ 
lieve  that  this  is  the  result  of  any  scientific  analysis  of  the  situation.  It 
looks  to  the  outsider  very  much  like  a  compromise  between  two  schools 
of  thought,  one  which  believes  in  some  attempt  at  management  being 
responsible  for  the  increase  which  took  place,  and  the  other  (apparently 
the  dominating  school)  which  believes  that  all  which  has  happened  is 
inevitable  and  that  nothing  should  be  done  to  prevent  matters  from 
taking  their  “natural”  course. 

There  is,  however,  a  limit  within  which  the  Federal  Reserve  Banks 
could  have  acted.  It  seems  that  in  framing  their  charter  the  legislators 
were  obsessed  with  the  same  idea  as  was  uppermost  in  the  minds  of  the 
framers  of  the  Bank  of  France  charter,  namely,  that  the  government 
could  not  be  trusted  not  to  use  the  central  bank  for  easy  financing.  It 
was  therefore  provided  that  cover  for  the  note  circulation  must  consist 
only  of  gold  or  eligible  paper,  eligible  paper  being  paper  rediscounted 
by  member  banks  or  bankers’  acceptances  bought  in  the  open  market. 
Therefore,  the  limit  of  the  possible  holdings  of  government  securities  by 
the  Federal  Reserve  Banks  is  their  so-called  “free  gold.”  Under  the 
conditions  which  existed  in  the  early  part  of  1930,  when  member  banks 
practically  paid  off  their  borrowings,  it  would  have  been  barely  possible 
for  the  Federal  Reserve  Banks  to  have  purchased  government  securities 
equal  to  the  amount  of  repayment  of  member  bank  borrowings.  This  is 
surely  a  great  weakness  which  might  very  well  prevent  the  Reserve 
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Banks  from  taking  appropriate  action  during  a  period  of  deflation.  That 
it  will  not  prevent  them  from  financing  the  government  through  the 
Federal  Reserve  Banks  is  clearly  shown  by  the  experience  of  the  Federal 
Reserve  Banks  from  1918  to  1920  when  borrowings  of  member  banks  on 
security  of  government  paper  ran,  if  I  remember  correctly,  to  about 
$2,000,000,000.  It  once  again  shows  the  folly  of  leading  central  banks 
adopting  rigid  restrictions  which  cramp  their  style  in  normal  times  but 
are  easily  surmounted  if  the  necessity  seems  to  arise  in  times  of  war 
or  other  great  emergency.  The  old  theory  of  gold  holdings  was  that 
they  should  bear  a  certain  relation  to  notes  issued.  The  new  idea  is 
that  the  fluctuations  in  the  member  bank  balances  are  more  likely  to 
affect  gold  movements  than  the  fluctuation  in  circulation,  and  this  is 
undoubtedly  the  case.  Following  this  idea  both  the  Bank  of  France 
and  the  Federal  Reserve  Bank  provide  for  minimum  holdings  of  gold 
reserves  both  for  circulation  and  deposits.  But  why  should  rigid  mini- 
mums  be  set?  If  a  bank  finds  it  impossible  to  reduce  its  reserves  below 
a  certain  figure  then  the  amount  is  entirely  useless  since  it  cannot  be 
used  when  needed.  This  is  another  feature  of  central  bank  chartei’s 
which  should  certainly  be  changed. 

Referring  again  to  the  Federal  Reserve  Banks,  there  are  a  number 
of  other  factors  which  make  management  very  difficult.  The  Federal 
Reserve  System  is  not  a  central  bank  but  twelve  autonomous  regional 
banks.  The  system  is  supposed  to  be  headed  by  the  Federal  Reserve 
Board  at  Washington,  but  actually  the  Governor  and  Directors  of  the 
Board  have  practically  no  authority,  and  their  initiative  is  limited  to 
compelling  regional  banks  to  alter  rediscount  rates  or  to  vetoing  changes 
recommended  by  regional  banks.  Thus  divided  counsels  are  inevitable. 
It  is  an  open  secret  that  the  views  of  the  Federal  Reserve  Bank  of  New 
York  have  practically  always  been  opposed  to  those  of  the  directors  of 
many  other  banks.  The  Federal  Reserve  charter  provides  that  the  mem¬ 
ber  banks  shall  be  represented  on  the  boards  of  regional  banks  and  in 
virtue  of  their  supposed  financial  knowledge  it  would  not  be  unreasonable 
to  expect  them  to  dominate  the  Board.  In  comparison  with  this  it  is 
significant  to  note  that  no  commercial  banker  has  ever  sat  as  a  Director 
of  the  Bank  of  England.  I  may  be  wrong  but  judging  by  their  published 
statement  I  would  say  that  the  bank  directors  are  more  responsible  than 
anyone  else  outside  of  the  board  for  what  I  consider  the  mistaken  policy 
which  was  followed. 

It  seems  to  me  that  another  great  weakness  in  the  system  is  that 
it  has  depended  on  a  change  in  rates  to  enforce  Federal  Reserve  Bank 
policy.  This  system  works  all  right  in  England  where  a  change  in  the 
Bank  of  England  rate  changes  the  rate  on  practically  all  the  loans  of 
commercial  banks  and  all  the  deposit  business  from  John  o’  Groat’s  to 
Land’s  End.  In  the  United  States  interest  rates  change  very  slightly. 
For  example,  banks  in  New  York  City  still  pay  3  per  cent,  on  thrift  ac¬ 
counts,  which  are  the  equivalent  of  savings  accounts.  Moderate-sized 
banks  in  the  country  practically  never  change  their  rates  either  for  dis- 
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count  or  deposit.  It  seems  to  me  that  to  have  any  prompt  and  effective 
influence  on  the  situation  the  Federal  Reserve  Banks  must  depend  almost 
altogether  on  open  market  policies.  In  other  words,  when  they  wish  to 
prevent  deflation,  they  must  take  the  initiative  in  buying  acceptances  or 
securities;  and  when  inflation  takes  hold  of  the  market  they  must,  in 
addition  to  raising  rediscount  rates,  adopt  an  aggressive  policy  of  selling 
securities. 

It  is  not  an  accident  that  the  greatest  changes  in  the  price  level  in 
history  have  occurred  at  a  time  when  the  Federal  Reserve  Banks  were 
in  a  position  to  dominate  the  world  monetary  situation.  The  great  rise 
in  prices  at  the  end  of  the  war  was  clearly  owing  to  the  wildest  kind 
of  inflationary  methods  which  were  used  to  finance  government  borrow¬ 
ings,  and  the  drop  of  1921  to  an  altogether  arbitrary  and  unreasonable 
policy  of  contraction.  We  then  had  a  period  of  comparative  stability  un¬ 
der  the  management  of  Mr.  Benjamin  Strong,  which  ended  with  his  death 
in  1928.  We  infer  from  his  writings  which  have  since  been  published  that 
he  foresaw  the  boom  in  the  stock  market  which  was  likely  to  result  from 
the  policy  which  he  had  adopted  to  assist  European  countries  back  to 
the  gold  standard  and  that  he  anticipated  meeting  this  situation,  when 
it  arose,  by  a  policy  of  rigid  control.  We  all  know  that  attempts  along 
this  line  by  the  New  York  Bank  were  vetoed  by  the  Board.  This 
suggests  another  idea,  namely,  that  the  Federal  Reserve  Banks  as 
constituted  are  altogether  too  closely  related  to  the  Government.  The 
Secretary  of  the  Treasury  is  ex-officio  Chairman  of  the  Federal  Reserve 
Board,  the  Comptroller  of  the  Currency  is  an  ex-officio  member  of  the 
Board;  and  the  Governor  and  Vice-Governor  are  the  appointees  of  the 
President.  Under  these  circumstances,  with  a  general  election  in 
prospect,  can  they  be  expected  to  approve  of  measures  which  might 
bring  on  a  mild  depression  in  order  to  avoid  a  major  one  later  on?  The 
very  nature  of  their  appointments  make  the  principal  officers  of  the 
Board  unduly  susceptible  to  public  opinion,  and  in  monetary  problems 
it  is  clear  that  public  opinion  is  not  a  reliable  guide.  It  is,  in  fact,  a 
problem  which  the  ordinary  man  finds  himself  quite  incapable  of  under¬ 
standing. 

To  complete  the  picture,  it  should  be  said  that  the  heads  of  the 
Federal  Reserve  Board,  at  least  up  to  the  present  appointment,  have 
admittedly  never  been  men  with  any  marked  qualifications  for  the  posi¬ 
tion.  It  seems  to  me  until  something  is  done  to  give  centralized  control, 
a  better  charter  and  more  scientific  management  to  the  Federal  Bank 
we  can  expect  a  continuation  of  the  excesses  of  boom  and  depression 
which  have  been  characteristic  of  the  period  since  the  end  of  the  war. 

Mr.  G.  G.  Coote:  Mr.  Chairman,  Ladies  and  Gentlemen,  the  hour 
is  so  late  that  I  feel  I  have  not  time  to  deal  with  the  different  points 
raised  by  the  previous  speakers,  more  than  to  say  that  apparently,  if 
Canada  continues  to  adhere  to  the  gold  standard,  we  must  be  prepared 
for  quite  a  long  period,  to  endure  the  evil  effects  of  the  low  price  level 
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which  now  prevails.  I  am  only  expressing  an  opinion  shared  by  many 
economists  when  I  say  that  unless  some  change  is  made  an  our  monetary 
system,  we  may  expect  price  levels  to  go  even  lower  than  they  are  to¬ 
day.  To  allow  price  levels  to  decline  still  further  would  be,  in  my  opin¬ 
ion,  little  short  of  criminal.  The  burden  of  international  debts  which 
were  incurred  under  a  high  price  level,  would  become  intolerable. 

In  the  short  time  at  my  disposal,  I  want  to  deal  with  the  question 
of  the  gold  standard  in  its  effect  on  Canadian  price  levels,  and  if  we 
would  not  be  well  advised  to  abandon  it.  I  believe  this  is  the  most  prac¬ 
tical  question  facing  Canada  at  the  moment. 

It  is  quite  clear  that  the  present  low  price  of  commodities  is,  to 
some  extent  at  least,  due  to  the  deflation  which  took  place  in  1930  m 
practically  all  the  gold  standard  countries,  and  because  of  our  adherence 
to  the  gold  standard  we  are  suffering  unduly  in  Canada. 

May  I  quote  from  the  speech  of  Mr.  Neill  at  the  annual  meeting 
of  the  Royal  Bank  of  Canada  in  January  last: 

“Thus  the  countries  with  fiat  currencies  such  as  Argentina,  Uru¬ 
guay  and  Spain  are  not  suffering  anything  like  as  acutely  as  the  gold 

countries.” 

Why  are  they  not  suffering  as  acutely  as  the  gold  countries?  Be¬ 
cause,  not  being  compelled  to  redeem  their  notes  in  gold  they  were  not 
obliged  to  deflate  their  currency  and  credit  structure  when  deflation  took 
place  in  the  other  countries. 

Canada  being  obliged  to  redeem  her  notes  in  gold  was  forced  to  fol¬ 
low  the  policy  of  the  Federal  Reserve  Banks  of  the  United  States.  I 
find  my  confirmation  of  this  opinion  in  the  Royal  Bank  Monthly  Letter 
for  June  1931,  which  was  placed  in  our  hands  this  afternoon  by  Mr. 

Marvin:  . 

“It  will  be  obvious  that  for  countries  operating  on  a  gold  basis  the 

responsibility  of  the  price  level  lies  almost  altogether  with  the  central 
monetary  authorities  of  the  United  States,  Great  Britain  and  France, 
which  hold  about  75%  of  the  monetary  gold  stocks  of  the  world  and 
influence  the  bulk  of  the  liquid  capital.  At  the  present  time,  all  other 
countries  must  conform  to  the  composite  policy  of  these  three  outstand¬ 
ing  financial  powers  or  temporarily  abandon  the  gold  standard,  as  has 
been  recently  done  by  Australia  and  two  or  three  South  American 
countries.” 

This  article  outlines  the  situation  very  clearly.  There  are  only  the 
two  alternatives  before  us,  to  conform  to  a  policy  enforced  by  the  central 
banks  of  foreign  countries  no  matter  what  its  effect  on  our  country  may 
be;  or  to  temporarily  abandon  the  gold  standard  and  put  into  effect  a 
monetary  policy  which  we  consider  best  suited  to  our  own  needs. 

May  I  again  quote  from  Mr.  Neill: 

“We  completed  in  1929  a  period  of  inflation  and  have  had  the  in¬ 
evitable  collapse,  but  are  we  not  now  carrying  deflation  to  even  greater 
excesses  and  once  more  due  to  a  faulty  monetary  policy? 
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If  Canada  had  not  been  on  a  gold  standard  she  need  not  have 
carried  deflation  to  the  extent  which  has  been  done,  and  the  depression 
need  not  have  been  anything  like  as  acute  as  it  has  been.  Under  the 
circumstances  the  best  thing  we  can  do  would  be  to  abandon  the  gold 
standard  now.  As  the  balance  of  international  settlements  is  against 
us,  our  dollar  would  soon  depreciate  in  foreign  countries  and  the  price 
of  wheat  and  other  exports,  in  Canadian  currency  would  be  increased 
to  the  extent  of  the  depreciation  of  our  dollar. 

Wheat  growing  is  Canada’s  major  industry.  Wheat  has,  in  recent 
years,  been  from  one-fourth  to  one-third  of  our  total  exports.  The  price 
received  by  the  producers  of  wheat  is  one  of  the  biggest  factors  in  Can¬ 
adian  business  life.  Our  chief  competitors  in  the  wheat  market,  outside 
of  Russia,  are  Australia  and  Argentina,  each  with  a  depreciation  in 
their  currency  of  about  30  per  cent.  It  is  practically  impossible  for 
Canadian  farmers  to  compete  with  them  under  present  conditions.  If 
an  exporter  in  Australia  sells  a  shipment  of  wheat  in  England  which 
nets  him,  say  £1,000,  his  banker  in  Australia  would  pay  him  a  premium 
of  30  per  cent,  for  the  London  exchange  which  he  received  for  his  wheat. 
The  exporter,  therefore,  receives  for  his  shipment  £1300  in  Australian 
funds.  Canadian  money  being  on  a  gold  basis,  the  Canadian  exporter 
receives  no  premium.  Argentina  and  Australia  can  under-sell  us  in  the 
overseas  market  and  at  the  same  time  can  return  a  higher  price  to  their 
wheat  growers.  The  result  is  we  are  losing  the  Oriental  wheat  market 
to  Australia  and  the  European  market  to  the  Argentine. 

According  to  a  chart  which  I  noticed  recently  in  a  western  paper 
the  price  of  all  grains  in  western  Canada  declined  59  per  cent,  in  twelve 
months.  In  a  recent  article  Prof.  Warren  of  Cornell  University  says: 

“Only  once  since  1797  has  the  purchasing  power  of  wheat  been 
lower  than  it  has  been  this  fall.” 

I  think  this  will  give  you  a  very  good  idea  of  the  very  difficult  situ¬ 
ation  the  western  farmer  is  facing  at  this  time. 

In  a  speech  made  in  the  House  of  Commons  by  Hon.  Mr.  Stevens, 
in  June,  1922,  he  quoted  Dr.  Melchior,  a  prominent  German  economist, 
as  follows: 

“The  falling  currency  has,  it  is  true,  brought  apparent  prosperity 
to  German  industry  by  means  of  a  premium  on  exports,  which  at  the 
same  time  cripples  the  industries  of  competing  countries.” 

Our  wheat  industry  is  being  crippled  to-day  by  competition  from 
Argentina  and  Australia  because  of  the  depreciation  of  their  currencies. 
The  logical  way  to  protect  our  own  wheat  industry  would  be  to  allow  a 
depreciation  in  our  currency  such  as  has  occurred  in  the  case  of  our 
competitors.  Canada  has  a  very  large  export  trade  and  general  business 
conditions  are  very  dependent  on  our  exports.  A  depreciation  of  20  per 
cent,  would  increase  the  price  of  wheat  at  least  fifteen  cents  per  bushel, 
and  put  new  hope  in  the  farmer’s  heart;  it  would  give  a  new  lease  of 
life  to  the  pulp  and  paper  industry,  and  would  increase  the  price  of  all 
our  exports  in  Canadian  currency  by  some  250  million  dollars  per  annum. 
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This  increased  amount  of  money  in  circulation  would  give  a  great  stimu¬ 
lus  to  business  generally  and  restore  a  measure  of  confidence  which  is 
now  so  sadly  lacking  in  the  public  mind. 

If  our  dollar  does  not  depreciate  fast  enough,  a  little  measure  of 
inflation  would  soon  bring  this  about  and  would  be  quite  justified.  In 
support  of  this  contention  I  would  quote  Professor  Day  of  McGill  Uni¬ 
versity  in  a  speech  reported  in  the  Montreal  Gazette,  February  28th, 

1931 :  ,  f 

Although  to  be  fair  to  Professor  Day  I  must  state  he  did  not  suggest 
abandoning  the  gold  standard: 

“A  reasonable  general  inflation  might  easily  be  justified  now  as 
merely  correcting  the  excessive  deflation  of  values  which  is  giving  us 
so  much  trouble.” 

Mr.  Neill  probably  had  the  same  thought  in  mind  when  he  said: 

“Increased  efficiency  in  industry,  particularly  at  a  time  when  pro¬ 
duction  is  far  below  normal,  cannot  provide  the  readjustments  in  costs 
which  are  necessary  to  restore  normal  profits,  without  which  depression 
must  continue.  A  general  reduction  in  wages  will  be  resisted  and  it 
would  therefore  seem  that  the  easiest  way  out  is  a  restoration  of  the 
previous  stabilized  price  level.  To  accomplish  this,  money  must  again 
flow  freely  through  the  financial  arteries  of  the  world. 

We  cannot,  of  course,  regulate  this  matter  for  the  world,  but  we 
could  arrange  that  money  should  flow  more  freely  through  the  financial 
arteries  of  Canada.  This  can  only  be  done  if  we  suspend  redemption 
of  our  notes  in  gold.  Under  the  present  system  we  can  put  more  money 
out,  but  it  will  not  stay  out.  It  will  come  back  for  gold. 

It  might  be  advisable  to  stabilize  the  dollar  at  a  certain  point,  pos¬ 
sibly  at  seventy  or  seventy-five  cents.  This  would  be  a  matter  for  the 
government  to  decide.  The  main  factor  to  be  used  in  determining  the 
point  at  which  it  should  be  stabilized  would  be  the  cost  of  living  in  Can¬ 
ada.  Some  people  fear  an  increase  in  the  cost  of  living  commensurate 
with  the  depreciation  in  our  currency;  but  the  experience  of  France  cer¬ 
tainly  disproves  this  belief.  On  this  point  I  feel  I  cannot  do  better  than 

quote  the  words  of  Mr.  Plumptre: 

“If  we  raised  the  price  of  gold  one  fifth,  and  the  exchanges  moved 
against  us  to  that  extent,  all  our  imports  would  cost  us  that  much  more. 
The  cost  of  living  would  be  raised  slightly.  (Not  more,  probably  than 
3  to  4  per  cent,  since  the  cost  of  imports  at  wholesale  constitutes  but  a 
small  proportion  of  the  cost  of  living.)  This  arbitrary  raising  of  the 
cost  of  living  might,  in  normal  times,  have  been  called  an  injustice,  but 
after  the  year  1930,  in  which  wholesale  prices  have  fallen  about  20  per 
cent,  and  retail  about  8  per  cent.,  a  plan  which  attempts  to  restore  them 
towards  their  1929  level  can  hardly  be  called  ‘unjust’.  It  might  be 
called  ‘inflation’  but  the  proper  term  would  be  ‘anti-deflation’.” 

One  of  the  most  important  factors  to  be  remembered  in  connection 
with  our  monetary  policy  is  that  a  reduction  in  the  price  level  immedi¬ 
ately  increases  the  burden  of  debt.  It  increases  the  share  of  production 
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which  must  go  to  the  creditors.  The  producers  debts  are  stated  in  terms 
of  dollars.  When  prices  are  lowered  it  takes  a  larger  percentage  of  his 
production  to  pay  his  interest  and  debts. 

May  I  quote  Mr.  Reginald  McKenna,  prominent  banker  of  London, 
England,  and  former  Chancellor  of  the  Exchequer  when  referring  to 
this  question: 

“Some  one  else  may  urge  you  to  reduce  the  amount  of  money  and 
bring  down  prices  to  the  pre-war  level  or  to  such  other  arbitrary  level 
as  he  happens  to  think  the  right  one.  Yes,  and  trade  will  remain  de¬ 
pressed  and  the  unemployed  will  be  with  you  all  the  time.  Moreover 
the  burden  of  the  National  Debt  with  the  higher  value  of  money  will 
become  intolerable,  and  no  Chancellor  of  the  Exchequer  will  be  able  to 
balance  his  budget.” 

Mr.  McKenna  should  certainly  be  regarded  as  an  authority  on  this 
question  because  of  his  experience  as  Chancellor  of  the  Exchequer. 

The  matter  of  balancing  our  budget  is  a  very  live  question  in  Can¬ 
ada  just  now  and  it  is  going  to  be  almost  impossible  for  any  Finance 
Minister  to  do  it,  without  resorting  to  very  drastic  methods  of  taxation, 
if  the  price  level  is  to  be  maintained. 

The  bonded  debt  of  Canada,  federal,  provincial  and  municipal  is 
approximately  four  and  a  quarter  billion  dollars,  without  taking  into 
account  the  debt  of  the  Canadian  National  Railways.  There  are  no 
figures  available  as  to  the  amount  of  private  debts  but  it  is  safe  to 
assume  that  they  are  greater  than  the  public  debts.  I  know  it  has  been 
estimated  that  the  total  debts  both  public  and  private  would  amount  to 
at  least  ten  billion  dollars,  or  one  thousand  dollars  per  capita  for  our 
total  population. 

It  is  surely  clear  to  anyone  that  the  burden  of  this  debt  on  our 
people  is  so  great  that  we  cannot  afford  to  have  it  increased  through 
a  lower  price  level.  Interest  can  only  be  paid  out  of  production.  Sir 
Thomas  White  is  reported  to  have  said  that  if  Canada’s  war  debt  were 
ever  to  be  repaid  it  would  be  from  the  top  six  inches  of  Canada’s  soil. 
Our  present  monetary  policy  is  making  production  impossible.  The  debts 
of  the  western  farmer  have  been  doubled  by  the  low  price  level  of  farm 
products. 

Our  two  major  industries,  wheat  and  pulp  and  paper,  are  in  very 
great  difficulties.  Depreciation  of  our  currency  appears  to  be  the  easiest 
way  of  increasing  the  price  of  the  products  of  these  industries  so  as  to 
insure  that  production  will  continue. 

Unless  some  action  is  taken  to  improve  prices  of  staple  farm  pro¬ 
ducts  and  other  export  commodities,  we  are  faced  with  business  stag¬ 
nation  and  worse.  The  prospects  are  that  hundreds  of  schools  will  have 
to  be  closed ;  thousands  of  farmers  and  merchants  will  be  forced  into 
bankruptcy;  thousands  of  human  lives  will  be  sacrificed — for  what  pur¬ 
pose?  Apparently  to  maintain  the  gold  standard.  School  and  municipal 
debentures  will  have  to  be  defaulted;  millions  of  dollars  invested  by 
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loan,  trust  and  life  insurance  companies  in  farm  mortgages  and  millions 
of  dollars  of  bank  loans  will  have  to  be  written  off.  Our  whole  financial 
structure  is  endangered.  Thousands  of  people  of  moderate  means  living 
on  rents  and  interest  will  find  their  income  wiped  out,  and  thousands  of 
our  people  will  be  thrown  out  of  employment. 

It  is  no  wonder  that  Mr.  Neill  said  at  the  annual  meeting  of  the 
Royal  Bank: 

“For  the  future  it  is  absolutely  essential  that  means  should  be  de¬ 
vised  to  prevent  the  drastic  changes  in  the  price  level  which  have  been 
characteristic  of  the  period  since  the  close  of  the  war.  Such  changes  in 
their  effect  are  not  much  less  damaging  to  civilization  than  those  pro¬ 
duced  by  war.” 

As  Mr.  Sandwell  said  in  a  recent  article  in  The  Toronto  Saturday 
Night : 

“The  Canadian  business  situation  would  be  very  materially  relieved 
if  the  Canadian  dollar  were  again  allowed  to  depreciate  to  something 
like  the  figure  which  it  reached  at  the  close  of  the  war,  and  in  allowing 
it  so  to  depreciate,  the  Canadian  people  would  be  doing  no  more  than 
exercising  their  sovereign  right  to  keep  their  unit  of  currency  at  a  value 
as  near  as  possible  to  that  of  a  given  body  of  assorted  commodities. 

Depreciation  today  would  merely  reduce  the  claims  of  creditors  to 
something  like  what  it  was  when  they  made  their  loans.” 

Why  should  we  be  afraid  to  consider  depreciation?  No  matter  how 
sacred  we  may  consider  the  gold  standard,  we  would  abandon  it  in  24 
hours  if  war  were  to  break  out.  In  many  ways  the  present  situation 
is  just  as  serious  for  us  as  the  position  we  were  in  in  1914.  It  was  ad¬ 
vantageous  for  us  to  abandon  gold  in  1914 — it  would  be  so  now.  Other 
countries  are  depreciating  their  currencies  now  with  beneficial  effects ; 
as  stated  by  Mr.  Neill: 

“The  countries  with  fiat  currencies  are  not  suffering  as  acutely  as 
the  gold  countries.” 

The  present  appreciation  of  gold  is  artificial  and  abnormal.  It  is 
caused  by  the  action  of  the  bankers  in  other  countries ;  it  is  resulting 
in  untold  hardship,  misery  and  suffering  and  justifies  the  taking  of 
counteractive  measures  in  the  interest  of  our  own  people. 

In  conclusion  I  do  not  suggest  that  the  abandonment  of  the  gold 
standard  would  be  a  solution  of  the  great  economic  problem  facing  us 
at  this  time.  It  is  simply  one  remedy  which  should  be  applied  immedi¬ 
ately  and  which,  I  think,  would  be  very  effective  in  relieving  temporarily 
at  least  the  depression  from  which  we  are  now  suffering. 


CANADA’S  FOREIGN  TRADE  IN  AGRICULTURAL 

PRODUCTS 

T.  W.  GRINDLEY 

In  the  discussion  of  agricultural  problems,  the  common 
consideration  is  often  one  of  prices  in  domestic  markets,  but 
in  advancing  beyond  a  superficial  analysis  of  Canadian  agri¬ 
culture,  there  is  need  of  increased  attention  to  the  more  basic 
consideration  of  the  condition  and  extent  of  foreign  markets. 
An  approximate  calculation  will  show  that  Canada  has  a  home 
market  for  about  60  per  cent,  of  her  agricultural  production, 
while  fully  40  per  cent,  enters  into  international  trade.  Simi¬ 
lar  calculations  for  the  United  States  give  comparable  figures 
of  88  per  cent,  for  the  home  market  and  12  per  cent,  for  foreign 
trade,  showing  the  added  importance  of  the  study  for  Canada. 
And  yet,  one  cannot  regard  our  foreign  trade  entirely  as  a 
matter  of  surplus  disposal  or  even  of  exports.  The  axiom  that 
imports  must  pay  for  exports  has  become  even  more  pressing 
in  post-war  days,  and  especially  in  the  past  two  years,  with 
the  United  States  and  France  garnering  an  increasingly  high 
proportion  of  the  world’s  monetary  gold.  Our  economic  struc¬ 
ture  requires  large  imports  per  capita  and  Canada  stands  high 
among  the  nations  in  this  regard.  Our  stage  of  economic 
development  necessitates  heavy  obligations  for  the  use  of 
capital.  For  these  main  reasons,  it  is  vital  that  our  foreign 
trade  be  balanced  and  regular  and  permanent. 

Canada’s  interest  in  foreign  trade  began  in  a  period  when 
the  tenets  of  free  trade  held  their  greatest  sway  throughout 
the  world.  Our  trade  developed  in  a  period  when  imperial 
and  international  trade  treaties  were  in  vogue,  and  reached  its 
peak  in  a  time  when  war  exigencies  and  post-war  rehabilita¬ 
tion  required  maximized  production.  At  present,  this  trade 
is  beset  with  the  difficulties  attendant  upon  the  prevalence  of 
new  tendencies  towards  nationalism  and  self-sufficiency,  which 
are  an  outgrowth  of  the  war  and  its  consequent  debts.  Nations 
which  formerly  imported  our  foodstuffs  now  find  it  necessary 
to  use  restrictive  measures  against  imports,  to  encourage  do¬ 
mestic  agricultural  production,  and  thus  reduce  external  pay- 
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ments.  At  such  a  time  it  is  pertinent  to  review  briefly  (i) 
the  history  of  our  trade  in  agricultural  products,  (ii)  the  pre¬ 
sent  situation,  and  (iii)  the  future  prospects  in  the  light  of 
the  new  tendencies  featuring  national  readjustment. 

An  analysis  of  trends  in  foreign  trade  cannot  be  entirely 
divorced  from  consideration  of  production  and  consumption 
tendencies,  which  are  the  real  factors  determining  whether 
or  not  agricultural  commodities  are  on  an  import,  export,  or 
domestic  basis.  The  question  cannot  be  rationally  separated 
from  some  comprehension  of  our  natural  and  human  resources 
for  agricultural  purposes  and  of  our  acquired  capital  goods. 
It  must  include  some  treatment  of  the  developments  in  trans¬ 
portation,  refrigeration,  and  manufacturing  processes  as  they 
have  encouraged  trade  in  agricultural  products.  In  fact,  the 
whole  question  of  foreign  trade  is  closely  allied  to  our  national, 
fiscal  and  agricultural  policy.  Generally,  in  the  past,  Canada’s 
policy  has  been  one  of  moderate  protection  for  industry  and 
industrial  possibilities,  considerable  imports  over  the  tariff, 
and  necessary  exportation  in  volume  to  balance  our  interna¬ 
tional  indebtedness.  In  providing  these  exports,  agriculture 
has  played  a  leading  part  and  in  the  past  five  fiscal  years  agri¬ 
cultural  products  have  comprised  about  one-half  of  our  total 
domestic  exports.  Our  agricultural  exports  have  varied  con¬ 
siderably  in  kind  throughout  our  history,  influenced  mainly  by 
changes  in  our  own  agriculture  and  by  changes  in  foreign  tar¬ 
iffs  and  regulatory  measures.  However,  they  have  shown  a 
consistent  growth  in  value  correlative  with  our  imports,  which 
necessarily  increase  as  our  population  grows.  The  imports  of 
agricultural  products  into  Canada  are  considerable  because  of 
our  tendency  to  specialization  in  production  and  because  our 
climate  and  agricultural  conditions  are  not  suitable  for  the 
growth  of  certain  important  agricultural  commodities. 

The  Mother  Country  and  the  United  States  have  been 
the  important  media  of  Canada’s  foreign  trade  in  agricultural 
products.  Throughout  the  years,  the  bulk  of  our  agricultural 
exports  has  gone  to  the  United  Kingdom,  while  most  of  our 
agricultural  imports  have  come  from  the  United  States.  Of 
the  total  imported  value  of  agricultural  products  in  the  past 
ten  years,  about  82  per  cent,  has  come  from  the  United  King¬ 
dom  and  the  United  States,  and  in  almost  equal  quantities 
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from  each  country.  However,  of  the  imports  from  the  United 
Kingdom,  approximately  94  per  cent,  is  composed  of  manu- 
facured  products,  mainly  woollen  and  cotton  goods  and  liquor, 
but  of  the  imports  from  the  United  States,  about  70  per  cent, 
is  made  up  of  raw  products.  The  population  of  the  United 
Kingdom  is  essentially  organized  for  industrial  enterprise  with 
the  consequent  need  of  raw  materials  and  foodstuffs  in  ex¬ 
change  for  the  products  of  industry.  On  the  basis  of  total 
Canadian  export  trade  in  the  past  ten  years,  the  United  King¬ 
dom  absorbs  about  56  per  cent,  of  our  exports,  and  77  per  cent, 
of  this  is  raw  material.  The  United  States  has  been  con¬ 
tinually  tending  towards  both  agricultural  and  industrial  self- 
sufficiency,  but  the  wide  range  of  her  climate  is  such  as  to 
encourage  a  surplus  over  domestic  consumption  of  many  agri¬ 
cultural  commodities  needed  in  Canada.  The  United  States 
has  absorbed  only  17  per  cent,  of  our  agricultural  exports  in 
the  past  ten  years,  of  which  67  per  cent,  has  been  raw  material. 

The  outstanding  feature  in  the  history  of  our  export 
trade  in  agricultural  products  has  been  the  change  from  an 
early  predominance  of  animals  and  their  products  to  a  later 
and  present  predominance  of  field  crops  and  their  manufac¬ 
tures.  When  Canadian  agriculture  was  limited  to  the  diversi¬ 
fied  farming  of  eastern  Canada,  cheese  and  butter  and  live 
animals  were  leading  products,  and  home  consumption  was 
quite  insufficient  to  absorb  the  production.  At  this  time,  also, 
steamship  facilities  for  the  shipment  of  live  stock  were  de¬ 
veloping  and  factory  methods  for  the  manufacture  of  butter 
and  cheese  were  being  introduced  in  the  eastern  provinces. 

The  shipment  of  live  animals  from  Canada  to  Great  Bri¬ 
tain  had  its  real  beginning  in  the  seventies.  In  1871,  there 
was  no  trade  of  this  kind,  but  in  1881,  nearly  50,000  cattle  and 
over  80,000  sheep  were  exported  from  Canada  to  the  Mother¬ 
land.  There  was  a  temporary  setback  to  this  trade  in  1892, 
occasioned  by  the  British  embargo  requiring  slaughter  at  the 
port  of  entry.  Our  exports  of  live  cattle  have  been  distinctly 
variable  since  that  date,  largely  owing  to  American  tariffs  and 
British  embargoes.  They  were  heavy  in  the  late  years  of  the 
past  century  and  comparatively  steady  on  British  demand 
until  1909.  Then  they  tended  downward  until  the  early  war 
years  when  a  new  period  of  shipments  was  induced  largely  by 
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American  demand,  reaching  a  peak  of  518,352  in  the  fiscal 
year  ending  March  31,  1920.  Since  that  date,  they  have  been 
falling  rather  steadily,  with  some  renewal  of  interest  at  the 
present  time. 

The  exports  of  live  horses,  sheep,  and  swine  have  not  been 
important  factors  in  our  external  trade.  Shipments  of  horses 
have  been  variable,  reaching  a  peak  to  satisfy  transport  re¬ 
quirements  during  the  war.  Sheep  exports  were  highest  from 
1871  to  1907,  while  import  into  the  United  States  was  rela¬ 
tively  unrestricted;  since  then,  they  have  fallen  greatly.  Ex¬ 
ports  of  swine  have  been  very  irregular,  the  highest  to  date 
being  reached  in  1915  when  the  United  States  tariff  permitted 
imports. 

Our  exports  of  raw  hides  and  skins  (other  than  fur)  and 
unmanufactured  leather  have  shown  a  fairly  gradual  increase, 
the  bulk  going  to  the  United  States.  Exports  of  meats  have 
been  irregular.  Beef  was  shipped  in  appreciable  volume  dur¬ 
ing  the  war  years.  Heavy  shipments  of  bacon  and  hams  were 
made  in  1870-1877 ;  then  there  were  low  exports  until  increases 
began  about  1891,  reaching  an  early  maximum  of  141,956,900 
pounds  in  the  fiscal  year  ending  March  31,  1903.  From  this 
time,  shipments  decreased  again  until  the  revival  of  demand 
in  the  war  years,  and  223,642,600  pounds  were  exported  in 
the  fiscal  year  ended  March  31,  1920.  Another  decrease  began 
at  this  time,  extending  up  to  the  present.  Our  exports  of 
wool  have  also  been  distinctly  variable,  with  the  high  points 
over  5  million  pounds  in  1895  and  1915. 

Exports  of  butter  were  heavy  in  the  periods,  1868-1882, 
1897-1907  and  from  1919-1926,  the  United  Kingdom  absorb¬ 
ing  most  of  our  surplus.  For  some  years  past,  import  has 
exceeded  export,  but  heavy  production  in  recent  months  has 
placed  Canada  on  an  export  basis  once  more.  Cheese  exports 
showed  a  gradual  increase  to  a  peak  of  215,834,542  pounds  in 
the  fiscal  year  1906  and  have  since  decreased  rather  sharply. 
In  the  fiscal  year  1931,  the  exports  were  79,590,400  pounds, 
the  lowest  of  the  century. 

Milk  and  cream  exports,  which  were  first  stated  separately 
in  1903,  have  increased  since  that  time  and  were  an  important 
factor  in  our  trade  up  to  the  recent  United  States  tariff  re¬ 
vision.  Exports  of  eggs  increased  in  the  period  1868-1889  and 
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were  heavy  between  1881-1890  and  1898-1902.  In  the  present 
century,  they  have  been  very  irregular.  The  total  exports  of 
animals  and  their  products  increased  very  steadily,  until  in¬ 
terrupted  about  the  period,  1909-1913.  A  great  increase  took 
place  during  the  War,  which  has  since  been  lost. 

Coincident  with  free  immigration,  which  led  to  heavier 
consumption,  and  with  the  rapid  development  of  extensive 
agriculture  in  the  western  provinces,  our  exports  of  animals 
and  animal  products  declined  and  gave  way  to  field  crops. 
Higher  tariffs  in  the  United  States  and  new  regulations  in 
Great  Britain  also  helped  to  discourage  live  stock  shipments. 

The  increased  exports  of  grains  and  their  products  began 
gradually  at  the  beginning  of  this  century  and  were  accentu¬ 
ated  by  the  war  demand  for  quickly  available  foodstuffs.  Of 
the  grains,  wheat  and  oats  have  been  the  most  important.  In 
1900  Canada  ranked  sixth  among  world  wheat  exporting  coun¬ 
tries,  but  our  progress  was  relatively  less  than  other  countries 
until  1904,  when  we  ranked  eighth.  In  1913,  Canada  was  first 
among  the  wheat-exporting  nations,  closely  followed  by  Rus¬ 
sia  ;  Canada  has  held  first  place,  on  a  crop  year  basis,  uninter¬ 
ruptedly  for  the  past  ten  years,  providing  about  one-third  of 
the  wheat  which  enters  into  international  trade  although  pro¬ 
ducing  only  about  one-twelfth  of  the  world’s  wheat.  Wheat  is 
the  largest  item  in  Canada’s  foreign  trade;  and  largely  be¬ 
cause  of  the  climatic  conditions  under  which  it  is  grown,  it  is 
a  highly  variable  factor  and  one  of  wide  concern.  The  export 
of  wheat  flour  has  expanded  steadily,  especially  since  the  year 
190-5  and  with  the  common  impetus  due  to  the  War.  Canada 
now  ranks  second  to  the  United  States  among  the  important 
flour-exporting  nations. 

Our  exports  of  oats,  oatmeal  and  rolled  oats  have  been 
erratic.  From  an  inconsiderable  place  in  pre-war  days,  the 
export  increased  rapidly  to  a  maximum  shipment  of  oats 
amounting  to  66,368,832  bushels  in  the  fiscal  year  1917  and 
a  maximum  export  of  oatmeal  and  rolled  oats  of  830,046  cwt. 
in  the  fiscal  year  1925.  Flax  exports  were  highest  in  pre-war 
days  and  reached  a  maximum  of  20,647,327  bushels  in  the 
fiscal  year  1914.  Rye  exports  have  been  irregular  and  unim¬ 
portant.  Barley,  after  an  early  period  of  heavy  shipments 
following  Confederation,  fell  off  in  the  years  1893-1912,  and 
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then  became  a  considerable  export  item  following  the  War, 
reaching  a  peak  of  35,699,767  bushels  in  the  fiscal  year  1928- 
29.  Other  agricultural  products  included  in  our  export  trade 
are  apples  and  other  fruits,  potatoes,  turnips,  tobacco,  and 
maple  sugar.  Although  variable,  these  miscellaneous  products 
are  tending  to  increase. 

The  important  factors  affecting  the  importation  of  agri¬ 
cultural  products  into  Canada  have  been  the  increasing  popu¬ 
lation  and  its  increasing  demands  for  a  varied  diet.  The  popu¬ 
lation  of  Canada  has  virtually  doubled  in  this  century  and  this 
increasing  demand  and  changing  consumptive  habits  have 
had  proportionate  effects  on  imports.  For  example,  our  im¬ 
ports  of  tea  have  increased  56  per  cent,  in  this  century,  with 
similar  increases  in  coffee,  chocolate,  and  cocoa.  Imports  of 
alcoholic  beverages  and  of  vegetables  and  vegetable  oils  have 
doubled.  With  improved  living  standards,  and  better  methods 
of  transportation  and  refrigeration,  our  population  demands 
fresh  vegetables  and  fruits  at  every  possible  season.  Green 
fruits  began  a  large  increase  about  1908  and  have  increased 
more  than  ten-fold.  Prepared  and  dried  fruits  have  followed 
the  upward  trend.  Sugar  imports  have  increased  four-fold 
despite  an  increasing  domestic  production.  Raw  cotton  im¬ 
ports  have  increased  from  about  55  million  pounds  per  year 
at  the  beginning  of  the  century  to  about  145  million  pounds 
at  the  present  time.  Imports  of  woollen,  cotton,  and  silk  goods 
are  rapidly  growing.  With  the  greatly  increased  use  of  rub¬ 
ber,  especially  in  the  automotive  industry,  raw  rubber  imports 
have  risen  from  3  to  50  million  pounds  a  year.  Hides  and 
skins  other  than  fur  entering  free  amounted  to  a  value  of  15 
million  dollars  in  1915  and  have  remained  irregularly  high 
since.  Leather,  which  is  dutiable,  has  also  shown  increased 
imports. 

From  this  itemized  recitation,  it  will  be  seen  that  there 
is  a  distinctive  tendency  towards  increased  importation  of 
raw  agricultural  products  of  tropical  and  sub-tropical  coun¬ 
tries,  and  of  processed  products  of  agricultural  origin  from 
temperate  countries,  particularly  the  British  Isles. 

Although  the  exports  of  farm  products  make  up  about  50 
per  cent,  of  the  total  export  trade  of  Canada,  imports  of  pro¬ 
ducts  of  farm  origin  account  for  only  17  per  cent,  of  the  total 
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import  trade  of  Canada.  Thus  Canadian  agriculture  is  an 
important  factor  not  only  in  the  absolute  amount  of  our  trade 
but  since  agricultural  exports  relate  to  agricultural  imports 
in  the  ratio  of  about  3  to  1,  agriculture  has  a  further  place 
in  the  balancing  of  our  total  external  trade.  The  wheat  crop 
in  particular  has  an  important  effect  on  foreign  exchange 
rates. 

At  present,  we  cannot  find  economic  markets  for  our 
total  production  of  those  commodities  in  which  we  have  the 
greatest  comparative  advantage.  The  natural  modification  of 
our  production  program  will  be  towards  the  production  of 
goods  which  have  been  competitive  imports,  that  is,  capable 
of  home  production  or  importation,  and  here  there  are  many 
degrees  of  competition,  admitting  the  products  of  the  most 
favoured  Canadian  regions,  assisted  by  a  tariff,  in  some  cases. 

The  most  important  agricultural  commodities  exported  from 
Canada  are  grains  and  grain  products,  principally  wheat  and 
wheat  flour,  cheese,  live  animals,  meats,  hides,  potatoes,  apples 
and  milk  and  cream. 

Of  our  total  agricultural  exports  in  the  fiscal  year  just 
past  87  per  cent,  consisted  of  field  crops  or  their  manufactures, 
while  13  per  cent,  was  of  animal  origin.  In  the  past  ten  years 
the  proportion  of  field  crops  to  animal  products  has  increased, 
but  production  tendencies  are  now  evident  which  will  alter 
this  to  the  advantage  of  animal  products.  The  present  rapid 
development  of  the  live  stock  and  poultry  enterprises  will  soon 
put  Canada  on  an  export  basis  in  such  products  as  butter, 
eggs,  beef,  and  bacon. 

The  most  important  agricultural  commodities  which  are 
at  present  being  imported  into  Canada  are  fruits,  sugar,  In¬ 
dian  corn,  rubber,  tea,  vegetable  oils,  vegetables,  tobacco,  cof¬ 
fee,  cotton,  butter,  and  nuts.  Certain  articles  such  as  wool 
and  hides  appear  in  considerable  volume  in  both  import  and 
export  statistics.  Using  the  calendar  year  1930  as  our  basis 
for  analysis  of  the  present  trade  situation,  the  total  imports 
of  agricultural  commodities  into  Canada  amounted  to  $386,- 
692,595,  and  of  this  total,  nearly  one-half,  or  $172,338,898 
worth,  cannot  be  produced  in  this  country. 

Among  the  vegetable  products,  the  large  items  which 
cannot  be  produced  in  Canada  are: 
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Fruits  (fresh,  dried,  and  preserved)  . $26,620,641 

Rubber  . . .  12,842,452 

Tea  . . . 12,659,556 

Vegetable  Oils  .  10,658,898 

Coffee  and  Chicory  . _ . . .  5,134,746 

Nuts  .  4,158,491 


An  item  of  $26,496,027  is  paid  for  sugar  and  its  products. 
These  are  largely  derived  from  sugar  cane  and  thus  impos¬ 
sible  of  production  in  Canada,  but  to  some  extent  capable  of 
replacement  by  sugar  beet  derivatives.  There  are  at  least 
two  areas  in  Canada  well  suited  to  sugar  beet  production. 

Raw  tobacco  valued  at  over  6  million  dollars  and  cigars, 
cigarettes,  snuff,  and  cut  tobacco  valued  at  about  1  million 
dollars  were  imported  into  Canada,  although  to  a  large  extent, 
they  are  capable  of  being  produced  in  this  country.  The  raw 
tobacco  is  mostly  of  the  bright  flue-cured  type  and  is  imported 
from  the  United  States.  Of  the  35!/^  million  pounds  of  raw 
tobacco  used  in  Canadian  manufacturing  establishments  in 
1930,  about  17  million  pounds  were  imported  and  the  remainder 
was  domestic  leaf. 

Most  of  the  imports  of  live  animals  and  animal  products 
could  be  produced  in  Canada.  The  total  imports  amount  to 
$59,059,929  and  only  a  value  of  $391,497  of  bone,  ivory  and 
shell  products  is  strictly  incapable  of  production  in  Canada. 
Of  the  $135,363,666  in  imports  of  “fibres,  textiles,  and  textile 
products,”  excluding  artificial  silk,  nearly  one-half  or  $65,- 
799,890  cannot  be  produced  in  Canada,  the  largest  constituent 
items  being  cotton  and  silk,  and  their  manufactures. 

From  this  analysis  it  is  evident  that  the  possibilities  of 
favourably  affecting  our  agricultural  trade  balance  by  reduced 
imports  lie  mainly  in  animal  production,  including  dairy  pro¬ 
ducts  and  wool.  For  example,  Canada  uses  35-40  million 
pounds  of  wool  annually,  but  produces  only  20  million  pounds. 
We  produce  approximately  1,600,000  carcasses  or  53  million 
pounds  of  mutton  and  lamb  annually,  but  our  full  requirements 
are  met  only  by  the  importation  of  about  120,000  carcasses  or 
4  million  pounds  and  over  2,000  live  animals. 

The  proper  location  of  certain  specialized  types  of  farm¬ 
ing  in  favoured  areas  is  also  worthy  of  consideration,  and  here 
there  is  a  necessary  distinction  between  our  lack  of  suitable 


Canada’s  Foreign  Trade  in  Agriculture  131 

conditions  for  producing  certain  commodities  and  any  present 
lack  of  incentive,  encouragement  or  organization  for  their  pro¬ 
duction.  Notable  examples  are  certain  types  of  fruit,  sugar 
beets,  tobacco,  and  flax  and  hemp  for  fibre.  Where  shifts  in 
production  are  necessary,  however,  they  can  only  be  counselled 
where  the  change  leads  to  increased  net  profits  over  the  pre¬ 
sent  production,  whether  for  domestic  use  or  for  export.  There 
is  the  added  difficulty  of  effecting  shifts  in  an  individualistic 
industry  such  as  agriculture.  It  is  patent,  however,  that  the 
regional  organization  of  agricultural  production  on  a  national 
basis  is  one  worthy  of  detailed  study. 

A  third  subject  warranting  consideration  in  the  reduction 
of  agricultural  imports  is  that  of  extending  facilities  in  Canada 
for  the  processing  of  agricultural  commodities  where  the  goods 
are  at  present  imported  in  partly  or  fully  manufactured  form. 
Another  observation  having  an  important  bearing  throughout 
this  whole  discussion  and  especially  where  changes  in  trade 
lines  are  contemplated  is  the  extent  to  which  international 
trade  is  becoming  a  matter  of  bargaining  between  the  two  in¬ 
terested  countries.  Under  prevailing  conditions,  it  is  neces¬ 
sary  to  consider  carefully  any  contemplated  shifts  in  produc¬ 
tion  or  changes  in  manufacturing  processes  that  might  disrupt 
trade  relations. 

One  of  the  outstanding  characteristics  of  the  depression 
ruling  throughout  the  world  is  the  lack  of  purchasing  power 
and  the  enforced  tendency  towards  self-sufficiency.  This  fac¬ 
tor  has  materially  changed  the  aspect  of  foreign  trade  within 
the  past  two  years  and  has  profoundly  influenced  Canada’s 
place  in  the  international  exchange  of  agricultural  products. 
Our  exports  consist  mainly  of  staple  commodities,  the  demand 
for  which  is  commonly  classed  as  inelastic,  and  yet  in  the  fiscal 
year  1930-31,  our  total  export  trade,  measured  by  deflated 
valuations,  has  dropped  to  less  than  half  that  of  the  year 
1928-29.  As  notable  examples,  wheat  exports  were  217,243,- 
037  bushels  valued  at  $177,419,769  in  the  fiscal  year  1930-31 
as  compared  with  370,459,551  bushels  valued  at  $428,524,326 
in  the  same  period  of  1928-29.  Our  exports  of  cheese  fell  from 
1,126,092  cwt.  at  a  valuation  of  $25,181,853  in  1928-29  to 
795,904  cwt.  and  $12,989,726  value  in  1930-31. 

One  of  the  economies  which  feature  depression  is  that  of 
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reducing  external  payments  by  increased  domestic  production. 
Even  in  Canada,  it  is  a  moot  question,  whether  or  not  there 
is  a  changed  agrarian  view  of  our  national  fiscal  policies,  if 
there  should  be  no  continuance  of  the  idea  that  low  Canadian 
tariffs  are  necessary  for  the  attainment  of  low  production 
costs  in  specialized  crops  so  that  we  may  compete  in  interna¬ 
tional  markets  or  if  higher  tariffs  are  needed  to  preserve  home 
markets  for  diverse  products  for  Canadian  farmers  and  to 
protect  industries  engaged  in  the  processing  of  agricultural 
products,  both  domestic  and  imported.  Although  Canada  has 
little  more  than  ten  million  people,  there  are  certain  important 
animal  products  readily  produced  in  Canada  in  which  the 
Canadian  production  is  insufficient  to  meet  the  home  demand. 
In  a  number  of  cases  the  deficiency  in  home  production  is  be¬ 
ing  made  up  by  imports  from  countries  whose  tariffs  on  Cana¬ 
dian  farm  products  are  virtually  prohibitive.  Within  the  past 
few  years  of  depression,  Canada,  which  formerly  inclined  to 
world  trade  as  free  as  possible  is  now  turning  to  diverse  pro¬ 
ducts  and  demanding  the  preservation  of  the  home  markets 
for  these  products.  This  feature  is  very  evident  in  recent 
agricultural  statistics  and  particularly  in  those  of  the  prairie 
provinces.  At  the  first  of  May,  Canadian  farmers  intended 
to  plant  2  million  acres  less  in  wheat,  over  800,000  acres  less 
in  barley,  and  more  oats  and  flax  than  in  1930.  Indications 
also  are  that  forage  crops  to  be  sown  later  and  special  crops 
such  as  tobacco  and  sugar  beets  will  be  expanded.  Increased 
animal  production  is  the  main  object,  to  supply  farm  needs  or 
the  home  market,  and  in  some  cases,  such  as  butter,  eggs  and 
beef,  for  limited  export  in  the  ensuing  season.  Butter  and 
egg  production  are  appreciably  higher  than  in  the  early  months 
of  1930.  In  Saskatchewan,  in  the  first  four  months  of  1931, 
creamery  butter  production  was  81.3  per  cent,  higher  than  in 
the  corresponding  period  of  1930,  and  in  Alberta,  it  was  78.4 
per  cent,  higher.  Our  system  of  agriculture,  especially  that 
of  the  west,  since  it  includes  few  perennials,  is  capable  of 
rather  rapid  shifts  in  production,  limited,  however,  by  the 
number  of  economic  alternatives. 

Foreign  and  domestic  trade  revert  to  the  same  basic 
considerations  of  division  of  labour  and  inequality  of  natural 
and  acquired  resources,  so  that  there  is  no  essential  difference 
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in  the  basis  of  trade  between  Canada  and  Great  Britain  and 
between  Alberta  and  Ontario.  Canada’s  economic  structures, 
both  our  natural  advantages  and  our  acquired  facilities,  have 
been  capitalized  and  adapted  for  export  trade  throughout  the 
past  six  decades.  To  mention  the  most  evident  features,  we 
have  large  areas  of  low-priced,  fertile  land  with  a  climate 
leading  to  good  yields  of  highest  quality.  Our  climate,  how¬ 
ever,  does  not  extend  over  a  wide  enough  range  of  latitude 
for  the  economic  production  of  diverse  crops.  While  the 
United  States  has  a  range  of  26  degrees  of  latitude  from  23  to 
49  North,  Canada  has  only  a  range  of  15  degrees  from  42  to 
57  in  which  economic  agriculture  is  practicable.  The  United 
States  is  also  favoured  by  warm  ocean  currents,  while  the 
same  natural  elements  have  rather  the  opposite  effect  on  Ca¬ 
nadian  agricultural  conditions.  We  are  absolutely  precluded 
from  the  production  of  tropical  fruits,  cotton  and  rubber.  Our 
transportation  structure  and  rates  and  our  marketing  facili¬ 
ties  and  organizations  have  been  developed  for  export  trade. 
Although  foreign  trade  is  more  complicated  in  theory,  spe¬ 
cialization  has  resulted  in  a  comparative  hampering  of  Cana¬ 
dian  domestic  trade  in  practice.  The  natural  and  normal  ten¬ 
dency  for  Canada  is  to  specialize  in  the  surplus  production  of 
a  few  best-adapted  agricultural  commodities  and  to  exchange 
these  for  the  needed  products  of  countries  with  more  favour¬ 
able  climates. 

Our  world  trade  has  contracted  noticeably  since  the  sum¬ 
mer  of  1929.  During  the  continuance  of  present  world  de¬ 
pression,  the  Canadian  farmer,  individualistic  though  he  may 
be,  will  turn  from  specialization  and  world  trade  as  far  as  pos¬ 
sible  towards  diversification  of  products,  for  his  own  use  and 
for  the  domestic  market.  With  the  return  of  normal  condi¬ 
tions,  with  increased  purchasing  power  throughout  the  indus¬ 
trial  and  consuming  nations  of  the  world,  with  stronger  cur¬ 
rency  and  exchange  situations  in  certain  competing  export 
countries,  and  with  the  reduced  necessity  of  the  Canadian 
farmer  to  produce  his  own  livelihood  on  his  own  farm,  there 
will  undoubtedly  be  a  gradual  return  to  specialization  and 
world  trade. 

In  attempting  to  cover  a  subject  of  such  breadth  as 
Canada’s  Foreign  Trade  in  Agricultural  Products  in  a  paper 
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of  fifteen  minutes’  duration,  one  must  apologize  for  the  mak¬ 
ing  of  simple  statements  without  the  usual  and  necessary  re¬ 
servation  or  development.  Such  a  policy,  however,  should 
leave  many  openings  for  discussion. 


THE  ECONOMIC  ASPECTS  OF  THE  AGRICULTURAL 

PROBLEM 

J.  E.  LATTIMER 

Apparently  it  is  not  a  very  unusual  state  of  affairs  to  find 
farming  in  financial  difficulties.  Depressions  in  agriculture 
are  no  very  modern  or  uncommon  condition  for  we  find  in  the 
middle  of  the  sixteenth  century  in  Britain  the  noted  clergy¬ 
man  Lever  denouncing  in  a  sermon  those  called  of  God  to  be 
merchants,  lawyers  and  courtiers,  who  prowl  for,  seek  and 
purchase  lands.1  During  the  depression  in  agriculture  of  the 
third  quarter  of  the  past  century  in  the  same  country  we  are 
told  that: 

Quiet  olid  gentlemen  from  the  depths  of  their  armchairs  recommended 
military  executions  of  butchers,  bakers,  poulterers  and  fishmongers  as 
the  most  effective  remedy.2 

In  our  own  country  difficulties  in  early  times  have  also 
been  recorded.  The  engineer  Catalogne  despatched  by  the 
French  King  in  1712  to  survey  the  seigneuries  found,  among 
other  interesting  things,  that  farming  languished  on  account 
of  the  superior  attractions  of  the  fur  trade.3  In  the  early  set¬ 
tlement  of  Upper  Canada  the  price  of  wheat  appears  to  have 
been  subject  to  rather  wide  fluctuations.  In  1818,  flour  worth 
$12.00  per  barrel  at  Buffalo  cost  the  pioneers  of  the  Talbot 
Settlement  $16.00  per  barrel  when  transported  across  the  lake. 
Two  years  later  a  schoolmaster  taught  for  two  bushels  of 
wheat  per  scholar  per  annum,  in  addition  to  the  $50.00  govern¬ 
ment  grant,  and  sold  the  wheat  (1820)  for  37  cents  per  bushel.4 


1  O.  H.  Johnson,  The  Disappearance  of  the  Small  Landowner  (Ox¬ 
ford:  Clarendon  Press,  1909),  p.  67. 

2  R.  E.  Prothero,  (Lord  Ernie),  Pioneers  and  Progress  of  English 
Farming  (London:  Longmans,  Green  &  Co.,  1888),  p.  116. 

3  W.  B.  iMunro,  Documents  Relating  to  Seigniorial  Tenure  in  Canada 
(Toronto:  Champlain  Society,  1908),  Intro,  p.  7. 

4  C.  O.  Ermatinger,  The  Talbot  Regime  (St.  Thomas:  Municipal 
World,  1904),  p.  104. 
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The  problem  of  marketing  and  distribution  of  commodities 
appears  to  have  been  even  more  troublesome  in  those  early 
days  than  it  is  now,  if  that  be  possible.  We  read  of  an  enter¬ 
prising  merchant  travelling  from  Galt  to  Waterloo  to  visit 
another  of  the  same  occupation  (whether  or  not  this  was  the 
first  convention  of  retail  merchants  we  are  not  informed)  for 
the  purpose  of  enquiring  how  the  Waterloo  merchant  was  able 
to  make  a  profit  of  two  per  cent.  The  Galt  trader  candidly 
confessed  that  the  best  he  was  able  to  do  was  to  charge  $2.00 
for  what  he  paid  $1.00  for,  and  thus  make  one  per  cent.  He 
had  heard,  however,  that  the  Waterloo  merchant  was  able  to 
make  two  per  cent  and  to  find  out  just  how  this  was  done 
warranted  this  journey.5 

These  random  selections  are  presented  to  support  the 
contention  that  depressions  in  agriculture  are  not  merely  a 
modern  development  and  that  the  economic  difficulties  of 
farming  are  not  merely  a  post-war  development.  Factors  of 
comparatively  recent  development  do  allow  depressions  in 
farming  to  be  more  acute  than  those  of  earlier  days.  Among 
these  must  be  at  least  sketchily  portrayed  the  following:  (a) 
The  increased  commercialization  of  farming,  (b)  the  greater 
specialization  in  the  industry,  (c)  the  greater  use  of  machin¬ 
ery  in  the  business,  (d)  the  local  organization  of  the  industry, 
and  (e)  the  greater  influence  of  violent  fluctuations  in  the 
general  price  level  on  farming  than  on  some  other  industries. 

In  earlier  times  when  farms  were  more  self-sufficing  than 
at  present  and  local  communities  were  more  or  less  dependent 
upon  local  supplies  of  farm  products,  feast  and  famine  alter¬ 
nated  with  the  seasons.®  To-day,  with  practically  the  whole 
world  to  draw  on,  the  economic  problem  is  the  production  of 
value  rather  than  the  production  of  quantity.  These  two  things 
are  not  always  the  same  and  in  regard  to  this  matter  it  is 
interesting  to  note  the  volume  and  value  of  the  wheat  crop 
of  recent  years. 


J.  Young,  Early  History  of  Galt  and  Settlement  of  Dumfries 
(Hunter,  Rose  &  Co.,  1880). 

6  R.  Ei  Prothero,  English  Farming  Past  and  Present  (London: 
Longmans,  Green  &  Co.,  1912),  p.  34. 
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TABLE  I 


WHEAT  PRICES  IN  CANADA,  1871-1931.* 


Year 

Millions 

Millions 

Value 

Farmf 

Indext 

Deflated 

of 

of 

in 

Price 

Number 

Wheat 

Acres 

Bushels 

Dollars 

per 

1913= 

Price 

Bushel 

100 

per  bu. 

1871  .  . 

.  1.6 

17 

17 

1.00 

124.5 

0.80 

1881  .  . 

.  2.4 

32 

39 

1.20 

109.9 

1.09 

1891  .  . 

.  2.7 

42 

32 

0,76 

91.4 

0.83 

1901  .  . 

.  4.2 

56 

36 

0.65 

84.5 

0.77 

1911  ^  . 

.  8.9 

132 

105 

0.80 

95.0 

0.84 

1921  .  . 

.23.0 

301 

243 

0.81 

171.8 

0.47 

1922  .  . 

.22.0 

400 

339 

0.85 

152.0 

0.56 

1923  .  . 

.22.0 

474 

317 

0.67 

153.0 

0.44 

1924  .  . 

.22.0 

262 

320 

1.22 

156.2 

0.78 

1925  .  . 

.22.0 

395 

488 

1.23 

160.3 

0.77 

1926  .  . 

.23.0 

407 

442 

1.09 

156.2 

0.70 

1927  .  . 

.22.0 

480 

478 

1.00 

152.6 

0.65 

1928  .  . 

.24.0 

467 

451 

0.80 

150.6 

0.53 

1929  .  . 

.25.0 

300 

347 

1.05 

146.0 

0.72 

i 030  .  . 

.25.0 

398 

174 

0.44 

121.5S 

0.36 

*  Canada  Year  Book,  1929  Statistical  Summary,  pp.  26,  27. 
t  Dominion  Bureau  of  Statistics,  Monthly  Bulletin  of  Agricultural 
Statistics,  1923-1930. 

t  Dominion  Bureau  of  Statistics,  Prices  and  Price  Indices  1913-1928, 
p.  22. 

§  Ibid.,  December,  1930. 


At  four  times  during  the  past  decade,  namely,  in  1923, 
1926,  1928,  and  1930,  increased  aggregate  quantities  of  wheat 
have  been  less  valuable  at  the  farm  than  have  lesser  yields. 
Causing  two  blades  to  grow  where  one  grew  before  has  gen¬ 
erally  been  claimed  to  be  benefiting  the  public.  This  holds 
usually,  but  even  this  idea  must  not  be  pushed  too  far  as  we 
find  that  one  who  trys  to  provide  two  bushels  where  only  one 
is  required  is  also  out  of  luck.  With  some  60  millions  of  acres 
cropped  annually  and  a  population  of  ten  million  people,  it 
becomes  a  perplexing  problem  whether  or  not  we  may  safely 
confine  our  interest  an  the  export  market  only  to  grain. 

The  trend  of  farming  toward  a  commercial  undertaking 
has  given  rise  to  the  term  “the  farmer's  dollar”  when  refer¬ 
ring  to  a  comparison  of  the  prices  of  farm  products  as  com¬ 
pared  with  the  general  price  level.  Specialization  within  the 
industry  itself,  admittedly  much  more  evident  in  certain 
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sections  than  others,  stresses  the  need  for  care  in  the  use  of 
this  term.  When  six  of  the  nine  provinces  depend  almost 
entirely  upon  the  other  three  for  their  bread  grain,  of  what 
real  significance  is  the  term  the  farmer’s  dollar?  The  farmer 
providing  fluid  milk  for  Vancouver,  Montreal  or  Halifax  de¬ 
pends  to  a  surprising  degree  upon  purchased  concentrates. 
These  concentrates  are  provided  by  the  grain  growing  sections 
or  are  imported  from  other  countries.  If  prices  of  grain  and 
feeds  are  out  of  line  with  those  of  live  stock  and  livestock 
products  then  the  value  of  the  farmer’s  dollar  varies  accord¬ 
ing  to  the  type  of  farming  followed,  or  the  particular  farmer’s 
dollar,  one  is  talking  about.  Hence  in  a  country  such  as 
Canada,  with  at  least  four  distinct  economic  sections  agricul¬ 
turally,  the  economic  difficulties  will  vary  with  each,  section 
and  the  general  difficulty  of  “profitless  prosperity”,  to  use  a 
term  which  has  been  heard  before,  branches  out  into  a  number 
of  phases  requiring  different  explanations  for  differing 
sections. 

Increased  mechanization,  contributing  to  the  rapid  expan¬ 
sion  in  some  lines  of  farming  activity,  is  one  factor  with  which 
all  are  familiar  and  requires  no  elaboration  at  this  point.  The 
organization  of  farming  into  owner  operation  units,  whatever 
advantages  it  may  have,  accentuates  the  cycles  of  prosperity 
and  depression  in  farming.  And  for  the  reason  that  the 
owner-operator,  a  combination  of  landlord,  labourer,  and  capi¬ 
talist,  expects  to  secure  his  revenue  from  three  sources, 
namely,  return  from  his  own  labour,  interest  on  his  invest¬ 
ment  in  equipment  and  live  stock  and  increase  in  the  value 
of  his  land.  When  farming  is  'prosperous,  returns  do  come 
from  all  three  sources.  In  adversity,  when  farm  operations 
result  in  an  absolute  loss,  land  values  decline  and  hence  often 
two  losses  have  to  be  reckoned.  In  a  country  like  Canada,  a 
leading  exponent  of  the  owner-operated  farm  organization, 
no  landlord  shares  the  profits  in  prosperous  times  nor  shares 
the  loss  in  periods  of  adversity  as  is  the  case  under  some  other 
forms  of  organization. 

The  chief  factor  in  allowing  modern  depressions  in  farm¬ 
ing  to  be  more  severe  than  those  of  earlier  times  is  the  result 
of  the  greater  influence  of  violent  fluctuations  in  the  general 
prive  level.  The  period  of  inflation,  prosperous  for  farming, 
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resulted  in  great  expansion  of  acreage.  The  sharp  decline  in 
prices,  particularly  of  farm  products,  in  1920,  followed  by  two 
years  of  low  prices,  revealed  a  surplus  in  some  farm  products 
which  has  been  more  or  less  troublesome  during  the  whole  post- 
■\\ar  decade.  Industrial  prosperity  at  home  and  the  rehabilita¬ 
tion  of  Europe,  largely  on  borrowed  funds,  furnished  a  fair 
export  market  during  this  decade  for  surplus  staples.  Yet 
the  general  prosperity  of  the  continent  did  not  include  agri¬ 
culture,  judging  by  the  amount  of  literature  during  this  period 
devoted  to  a  discussion  of  farm  relief.  Hence,  when  the 
deflation,  partly  deferred  for  a  decade  by  the  factors  alluded 
to,  finally  came  in  1930,  it  found  farming  in  none  too  good 
shape  to  encounter  the  shock.  Whether  or  not  the  decline  in 
prices  was  “managed”,  as-  some  well-informed  people  profess 
to  believe,  or  just  “happened”,  as  equally  well-informed  people 
maintain,  fortunately  we  need  not  here  discuss.  All  that  is 
necessary  for  us  to  note  is  that  it  “occurred”  and  when  it 
occurred  the  greatest  sufferers,  so  far  at  least,  have  been  the 
producers  of  raw  materials  and  farm  products,  as  Table  II 
shows. 

TABLE  II 


INDEX  NUMBERS  OF  WHOLESALE  PRICES,  1930.* 

(1926=100) 


Month 

All  commodities 

Canadian 

Total 

Farm 

Field 

Products 

Animal 

May,  1930 

89.9 

91.7 

81.0 

109.5 

June  “ 

88.0 

86.4 

79.3 

98.2 

July 

85.8 

80.7 

72.7 

94.1 

Aug.  “ 

84.1 

76.0 

67.8 

91.2 

Sept.  “ 

82.5 

72.1 

59.5 

93.3 

Oct. 

81.4 

71.8 

55.6 

98.9 

Nov. 

79.8 

67.0 

49.3 

96.5 

Dec. 

77.8 

62.3 

43.6 

93.6 

Jan.,  1931 

76.7 

61.0 

42.9 

91.5 

Feb. 

76.0 

60.8 

45,2 

87.0 

Far. 

75.1 

59.3 

44.1 

84.7 

Apr. 

74.5 

60.5 

47.3 

82.5 

*  Dominion  Bureau  of  Statistics,  Prices  and  Price  Indexes. 


In  May,  1930,  the  produce  of  Canadian  farms  was  almost 
two  points  above  the  index  number  of  all  commodities.  During 
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the  past  twelve  months  while  the  index  of  all  commodities 
declined  from  89.9  to  74.5,  farm  products  declined  from  91.7  to 
60.5.  The  decline  during  that  time  was  much  greater  in  some 
farm  products  than  in  others  as  field  products  declined  from 
81.0  to  47.3  during  the  period,  while  animal  products  from 
109.5  to  82.5.  When  we  consider  that  the  animal  products 
depend  to  some  degree  on  purchased  feeds  we  see  that  the 
incidence  of  this  depression  is  much  greater  on  some  types  of 
farming  than  others.  Retail  prices  for  the  same  period  are 
interesting. 


TABLE  III 

RETAIL  PRICES  OF  COMMODITIES,  1930-31.* 
(1926=100) 


Month 

Total 

Food 

Fuel 

Rent 

Clothing  Sundries 

May, 

1930 

100.2 

100.7 

95.8 

106.5 

95.0 

99.6 

June 

U 

100.1 

100.4 

95.6 

106.5 

95.0 

99.6 

July 

u 

99.6 

98.5 

95.5 

106.5 

95.0 

99.6 

Aug. 

(( 

98.9 

96.3 

95,8 

106.5 

95.0 

99.6 

Sept. 

a 

97.3 

93.1 

95.8 

106.5 

91.6 

99.3 

Oct. 

u 

97.0 

92.8 

96.4 

105,5 

91.6 

99.3 

Nov. 

u 

96.9 

92.6 

96.4 

105.5 

91.6 

99.2 

Dec. 

u 

96.0 

91.5 

96.4 

105.5 

88.3 

99.0 

Jan., 

1931 

95.2 

89.1 

96.4 

105.5 

88.3 

98.8 

Feb. 

U 

94.1 

85.6 

96.5 

105.5 

88.3 

98.8 

Mar. 

u 

92.5 

82.8 

96.5 

105,5 

84.7 

98.2 

Apr. 

u 

91.8 

80.5 

96.4 

105.5 

84.7 

98.2 

*  Dominion  Bureau  of  Statistics,  Prices  and  Price  Indexes. 


In  May,  1930,  the  index  number  of  retail  prices  was  100.2 
on  the  basis  of  1926.  Food  at  that  time  was  100.7,  fuel  95.8, 
rent  106.5,  clothing  95.0  and  sundries  99.6.  During  the  past 
year,  the  total  has  declined  from  100.2  to  91.8.  This  change 
has  resulted  from  a  decline  of  20.2  points  in  food,  10.3  in  cloth¬ 
ing,  1.4  points  in  sundries  and  1.0  in  rent,  while  fuel  registered 
an  advance  of  six-tenths  of  a  point  in  the  period. 

Both  wholesale  and  retail  prices  indicate  the  more  serious 
nature  of  the  decline  in  farm  products  than  in  other  goods. 
Some  of  this  discrepancy  may  be  attributed  to  what  is  termed 
the  “lag”  in  price  adjustments.  After  a  full  year  it  is  difficult 
to  blame  the  “lag”  for  this  discrepancy  and  perhaps  time  that 
another  explanation  be  given  or  sought  for. 


Economic  Aspects  of  Agricultural  Problem 


141 


Perhaps  the  best  criterion  of  the  economic  status  of  an 
industry  is  the  wages  paid.  In  this  respect,  farming  does  not 
compare  favourably  with  other  industries,  as  indicated  by 
official  reports. 


TABLE  IV 

YEARLY  FARM  WAGES  IN  CANADA,  1910-23.* 
(including  value  of  board  and  lodging) 


1910 . 

1925 . 

.  641 

1915 . 

.  341 

1926 . 

.  639 

1920 . 

.  821 

1927 . 

.  629 

1921 . 

.  669 

1928 . 

.  634 

1922 . 

.  594 

1929 . 

.  627 

1923 . 

.  611 

1930 . 

. 559 

1924 . 

. •  636 

*  Dominion  Bureau  of  Statistics,  Monthly  Bulletins  of  Agricultural 
Statistics,  March  Numbers. 


TABLE  V 

YEARLY  EARNINGS  OF  EMPLOYEES  IN  AGRICULTURE 
AND  MANUFACTURING,  1910-28.* 

Agriculture 

Manufacturing 

1910 . 

. $348 

$  468 

1915 . 

.  341 

575 

1920 . 

.  821 

1,103 

1925 . 

.  641 

1,095 

1928 . 

.  634 

1,148 

*  Canada  Year  Book,  1930,  p.  387-389. 


Records  indicate  that  while  yearly  earnings  of  employees 
in  agriculture  amounted  to  almost  three-quarters  as  much  as 
the  yearly  earnings  of  employees  in  manufacturing,  slightly 
over  74  per  cent,  in  both  1910  and  1920  since  that  time  wages 
in  farming  have  declined,  while  wages  in  manufacturing  have 
increased  slightly  until  in  1928,  the  last  year  for  a  comparable 
estimate,  we  find  earnings  of  employees  in  farming  reduced 
to  55  per  cent  of  the  earnings  of  employees  in  manufacturing. 

The  wage  paid  to  employees  in  farming  is  not  an  important 
consideration  in  Canada  where  the  major  portion  of  the  farm 
work  is  done  by  the  owner  operator  and  his  family.  It  is 
interesting  to  know  the  wages  they  are  able  to  pay  themselves. 
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In  a  survey  undertaken  to  secure  information  on  the  cost  of 
milk  production  in  the  Montreal  district  and  now  proceeding 
we  find  that  the  profit  for  the  farmer  supplying  fluid  milk, 
the  best  paid  type  of  dairy  farming,  is  not  large  when  allowing 
221/2  cents  per  hour  for  the  labour  involved.  No  claim  is  made 
that  these  figures  are  conclusive  but  they  are  indicative.  At 
present  there  is  an  idea  prevalent  that  wages  in  industry  must 
be  maintained  if  possible.  We  are  all  in  sympathy  with  high 
wages- — so  long  as  these  high  wages  are  reasonably  inclusive. 
The  issue  is  fairly  joined  and  the  battle  now  on.  Is  it  more 
important  that  wages  of  one  dollar  and  a  quarter  an  hour  or 
thereabouts,  as  exist  in  the  building  trades  for  example,  should 
be  maintained  while  the  dairy  farmers  supplying  fluid  milk, 
a  task  requiring  some  overtime,  considerable  night  work,  and 
much  Sunday  labour,  are  unable  to  pay  themselves  a  wage  of 
25  cents  per  hour? 

There  are  at  least  three  ways  of  taking  financial  punish¬ 
ment.  One  is  by  low  prices  in  comparison  with  the  general 
price  level.  Another  is  a  stabilized  price  but  reduced  volume 
of  business,  and  a  third  method  is  stabilized  price  and  main¬ 
tained  volume  on  a  credit  basis  with  collections  difficult  if  not 
impossible.  Without  overworking  the  imagination,  it  is  pos¬ 
sible  to  find  examples  of  all  three  methods  at  the  present  time. 
Readjustment  may  be  expected  by  some  of  these  methods. 
The  most  acceptable  method  in  the  long  run  may  be  a  matter 
for  discussion  at  this  time.  The  immobility  of  capital  and 
labour  invested  and  applied  to  farming,  resulting  sometimes 
in  frozen  assets  which  have  led  many  financial  institutions 
into  difficulty,  does  not  allow  abnormal  price  relationships  to 
adjust  themselves  promptly. 

Many  engaged  in  farming  can  and  do  continue  in  the 
business,  with  some  ultimate  profit  to  themselves,  even  when 
operating  under  conditions  preventing  the  securing  of  reason¬ 
able  wages  for  their  labour.  This  involves  a  brief  glance  at 
the  two  questions,  what  are  the  profits,  if  any,  in  the  indus¬ 
try?  and,  is  the  land  overcapitalized? 

The  estimated  revenue  from  agriculture  for  the  past  three 
years  indicates  a  rather  marked  and  perhaps  to  some  people  a 
surprising  decline,  as  is  shown  by  Table  VI. 
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TABLE  VI 

AGRICULTURAL  REVENUE  OF  CANADA,  1927-30.* 
(in  millions  of  dollars) 


Gross 

Net 

1927 . 

.  1,826 

1928 . 

.  1,806 

1929 . 

.  1,631 

1,034 

1930 . 

.  1,240 

820 

*  Dominion  Bureau  of  Statistics,  Monthly  Bulletin  of  Agricultural 
Statistics,  March,  1931. 


The  estimated  gross  revenue  has  declined  from  1,825  mil¬ 
lion  dollars  in  1927  to  1,240  million  in  1930.  The  net  revenue 
is  estimated  at  820  million  last  year  and  as  there  are  approxi¬ 
mately  700,000  farmers  this  indicates  the  scarcity  of  profits 
and  disappointing  purchasing  power. 

TABLE  VII 


NATIONAL  WEALTH  OF  CANADA,  1921-27.* 

(in  millions  of  dollars) 

Total 

Agriculture 

Urban  Real  Property 

in  dollars 

in  dollars 

p.  c.  of  total 

in  dollars 

p.  c.  of  total 

1921. . . 

. 22,195 

7,983 

35.97 

5,752 

25.91 

1925. . . 

. 25,673 

7,833 

30.51 

6,928 

26.99 

1926. . . 

. 26,691 

7,818 

29.28 

7,081 

26.53 

1927. . . 

. 27,668 

8,008 

28.95 

7,239 

26.16 

*  Canada  Year  Books,  1926,  p.  803;  1927-28,  p.  851;  1929,  p.  830; 
1930,  p.  827. 


In  1921  agriculture  comprised  nearly  8  of  the  22  thousand 
million,  of  national  wealth,  or  35.97  per  cent.  By  1927, 
though  agriculture  maintained  its  aggregate,  the  proportion  of 
the  total  had  fallen  to  28.95  per  cent.  During  this  time  the 
value  of  urban  real  estate  rose  from  25.91  per  cent,  in  1921 
to  26.16  in  1927.  The  estimate  of  the  total  agricultural  wealth 
in  1930  is  $7,373,559,000  as  compared  with  $7,978,633,000  last 
year  and  $8,027,301,000  in  1928,  which  recorded  the  high 
point.  The  probability  is  that  at  present  urban  real  property 
is  not  only  much  more  valuable  than  the  real  property  of  farms 
-but  more  valuable  than  all  farm  property  combined.  This  is 
perhaps  interesting  to  those  who  are  puzzled  as  to  where 
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liquidation  may  be  expected,  or  over  our  next  question,  is  the 
and  is  farm  land  overcapitalized? 


TABLE  VIII 

FARM  LAND  VALUES,  1910-30.* 
(dollars  per  acre) 


1910 . 

. ...  33 

per 

acre 

1925 . 

. ...  38 

per 

acre 

1914 . 

. ...  37 

U 

U 

1926 . 

.  ...  37 

U 

U 

1920 - 

. ...  48 

u 

U 

1927 . 

. ...  38 

a 

u 

1921 . 

. . . .  40 

u 

u 

1928 . 

. ...  38 

u 

u 

1922 . 

. ...  37 

u 

u 

1929 . 

. ...  37 

u 

u 

1923 . 

. ...  38 

a 

<1 

1930 . 

. ...  32 

u 

u 

1924 . 

...37 

u 

it 

*  Dominion  Bureau  of  Statistics,  Monthly  Bulletin  of  Agricultural 
Statistics,  February,  1931. 


These  figures  are  the  estimates  of  crop  correspondents. 
They  correspond  fairly  closely  with  actual  sales,  of  land  com¬ 
panies  in  their  variations  and  are  presented  because  they 
come  nearer  to  the  present  than  other  figures.  The  average 
price  in  1930  is  five  dollars  per  acre  less  than  the  1929  figure, 
which  was  exactly  the  1914  valuation.  Present  land  values 
are  below  1910.  These  figures  were  taken  presumably  in  June, 
1930.  The  greatest  fall  in  prices  has  occurred  since  that  time. 
What  is  likely  to  be  the  decline  registered  by  the  1931  estimate, 
and  is  farm  land  overcapitalized? 

The  available  evidence  would  appear  to  indicate  that  those 
engaged  in  the  farming  business  are,  willingly  or  unwillingly, 
providing  cheap  food  without  paying  wages  to  themselves  or 
others  comparable  to  the  rewards  in  some  other  lines  of  effort, 
and  with  their  plant  declining  in  value.  This  explains  the 
lack  of  purchasing  power  and  the  slowness  of  collections  which 
renders  the  difficulties  of  the  farming  business  of  interest  to 
all.  On  this  account  it  has  been  a  privilege  to  raise  a  few 
questions  admittedly  somewhat  baffling  to  some  of  us  who  are 
paying  particular  attention  to  farm  problems  on  this  occasion, 
confident  that  the  assistance  solicited  will  be  forthcoming. 


THE  SOCIOLOGICAL  ASPECTS  OF  THE  AGRI¬ 
CULTURAL  PROBLEM 

R.  W.  MURCHIE 

Almost  since  the  beginning  of  the  historical  era  philoso¬ 
phers  and  historians  have  written  on  rural  conditions  sound¬ 
ing  the  praises  of  rural  life  or  bemoaning  its  degeneracy. 
From  the  literature  of  Ancient  Egypt  comes  the  following 
wrhich,  if  translated  into  modern  terminology,  would  pass  for 
a  political  speech  on  farm  relief : 

Dost  not  thou  bethink  thee  how  it  fareth  with  the  husbandman, 
when  the  harvest  is  registered  [i.e.  for  taxation]?  The  worm  hath 
taken  half  of  the  corn,  the  hippopotamus  hath  devoured  the  rest.  The 
mice  abound  in  the  field  and  the  locust  hath  descended.  The  cattle  de¬ 
vour  and  the  sparrows  steal.  Vv^oe  to  the  husbandman!  The  remainder 
that  lieth  on  the  threshing  floor  the  thieves  make  an  end  of  that. 

A  Chinese  scholar  of  the  second  century  B.C.  writes: 

Now  we  ought  to  make  people  go  back  to  the  farms  and  put  em¬ 
phasis  on  the  principal  things. 

Confucius,  Xenophon,  Socrates,  Plato,  Cincinnatus  and 
Cato  have  bestowed  all  the  virtues  of  health,  bravery,  honesty, 
broadmindedness  and  perseverance  on  the  rural  populations. 
Columella  in  the  first  century  A.D.  points  to  the  lack  of  agri¬ 
cultural  education  as  a  basic  factor  in  the  rural  decline  that 
was  apparent  in  his  time: 

For  hitherto  I  have  not  only  heard  that  there  are,  but  I  myself 
have  seen,  schools  of  professors  of  rhetoric.  ...  of  geometry  and  of 
music.  .  .  .  but  of  agriculture  I  have  never  known  any  that  professed 
themselves  either  teachers  or  students. 

The  ancients  of  China,  India,  Babylon,  Egypt,  Greece  and 
Rome  were  observant  philosophers,  but  of  scientific  analysis 
there  is  scarcely  a  trace.  In  the  Middle  Ages  the  philosophers 
of  Europe  and  Asia  wrote  long  dissertations  on  the  differences 
between  rural  and  urban  civilizations,  but  incomplete  obser¬ 
vation  and  oft-repeated  fallacies  are  the  characteristics  of 
their  contributions.  The  Utopians  of  the  early  19th  century 
and  the  quack  sociologists  of  more  modern  times  have  con¬ 
tented  themselves  with  shibboleths  and  panaceas.  In  this 
generation  we  have  seen  a  whole  school  of  “Rural  Social  Up- 
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lifters”  who  have  followed  the  same  procedure  and  have  fed 
the  inquiring  mind  with  inaccuracies  and  platitudes.  Even 
those  who  tried  to  be  scientific  and  quantitative  have  found 
themselves  shackled  by  the  preconceptions  of  the  quacks  and 
uplifters. 

One  example  will  illustrate  this  point.  Six  standard  text¬ 
books  on  rural  sociology  are  chosen  at  random  from  the  shelves 
and  in  five  of  these  the  statement  is  found  that  “Thrift  is 
characteristic  of  the  rural  people.”  No  evidence  of  thrift  is 
given  except  it  be  the  statement  that  “caution  in  expenditures 
is  made  necessary  by  an  average  small  income  or  by  recurring 
crop  failures.”  It  would  be  thought  absurd  to  call  a  person 
in  the  unemployed  bread  line  thrifty  because  he  did  not  buy 
a  new  winter  overcoat  and  did  not  drive  up  to  the  soup  kitchen 
in  a  new  Rolls-Royce,  but  a  farmer  is  called  thrifty  because 
he  has  little  money  to  spend.  Has  any  thorough  analysis  been 
made  of  the  spending  and  borrowing  activities  of  rural  people 
in  periods  when  the  agriculture  price  index  was  relatively 
high?  Has  any  analysis  been  made  of  the  activities  and  losses 
of  agriculturists  and  industrial  workers  in  the  recent  stock 
and  wheat  speculation  orgies?  No!  but  we  accept  the  state¬ 
ment  that  the  farmer,  like  the  proverbial  Scot,  is  thrifty.  Per¬ 
haps  we  should  remember  the  story  of  the  Scot  who  visited 
London  and  had  been  there  only  one  hour  when  “Bang  went 
Saxpence”.  The  opportunity  to  spend  is  the  test  of  thrift. 

This  rambling  preamble  is  intended  to  lead  the  statement 
of  the  fundamental  sociological  problem  in  the  present  situa¬ 
tion:  i.e.  the  establishment  of  a  truly  scientific  attitude  toward 
social  phenomena.  Two  types  of  men  are  needed,  (1)  the 
scientific  social  investigator;  (2)  the  trained  rural  social  en¬ 
gineer.  The  third  essential  is  money,  however  little,  to  finance 
some  rural  social  research. 

Our  cousins  to  the  south  of  us  have  gone  a  long  way  in  a 
short  time,  especially  since  the  passing  of  the  Purnell  Act  of 
1925  which  has  made  possible  many  rural  social  studies,  no¬ 
tably  those  of  Zimmerman,  Kirkpatrick,  Rankin,  Kolb  and 
Morgan.  There  is  evidence  also  in  the  recently  published  bul¬ 
letins  and  textbooks  that  the  scientific  attitude  is  establishing 
itself.  The  Principles  of  Rural-Urban  Sociology  by  Sorokin 
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and  Zimmerman,  published  in  1929,  is  one  illustration  of  the 
new  type  of  text,  while  R.  W.  Armstrong’s  The  Salt  of  the 
Earth 1  is  a  refreshing  little  volume  which  indicates  that  this 
scientific  attitude  toward  rural  problems  has  its  advocates  in 
Canada. 

Dr.  Lattimer,  in  the  preceding  address,  has  discussed  or 
touched  upon  mechanization,  the  increase  in  the  size  of  the 
farm  unit,  low  prices  and  purchasing  power,  scientific  farm 
management,  and  the  increase  in  the  number  of  landless  oper¬ 
ators.  Each  and  every  one  of  these  has  its  social  significance 
and  involves  many  subsidiary  social  considerations. 

In  presenting  the  sociological  aspects  of  the  various  prob¬ 
lems  there  will  be  a  tendency  to  stress  the  economic  view  point 
since  this  paper  is  supposed  to  be  the  complement  of  the  pre¬ 
ceding  one.  We  wish  to  disclaim,  however,  adherence  to  the 
doctrines  of  pure  economic  determinism  for  we  are  convinced 
that  there  are  many  social  and  psychological  factors  in  rural 
life,  and  perhaps  some  biological  factors,  which  may  act  en¬ 
tirely  independently  of  economic  ones.  And  when  and  if  the 
economic  problems  have  been  solved  there  will  still  remain  un¬ 
solved  many  purely  social  questions  unless  they  are  approached 
from  all  of  the  above  mentioned  angles. 

Let  us  take  the  question  of  mechanization.  There  is  no 
doubt  that  the  process  will  continue,  rapidly  in  the  areas  de¬ 
voted  to  small  grains,  slowly  but  surely  in  the  sections  devoted 
to  so  called  mixed  farming  and  just  as  surely  in  the  tobacco, 
fruit,  and  other  specialty  areas.  This  process  involves  gener¬ 
ally  fewer  persons  per  square  mile,  and  so  a  smaller  constitu¬ 
ency  for  many  social  institutions  and  activities. 

Here  we  find  the  old  problem  of  rural  depopulation  which 
has  disturbed  the  peace  of  mind  of  many  generations.  We  find 
also  the  decline  of  the  local  centre  of  social  and  economic  ser¬ 
vices.  These  centres  and  services  have  been  built  up  on  the 
basis  of  small  unit  farms  and  a  relatively  dense  population. 
Village  stores  and  branch  banks  disappear.  As  the  process 
goes  on  we  find  schools  and  churches  closed  and  a  necessity 

1  R.  W.  Armstrong,  The  Salt  of  the  Earth  (Ottawa:  Graphic  Press, 
1930). 
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for  a  new  system  of  consolidated  educational  and  religious 
centres.  Medical  men,  too,  find  it  difficult  to  maintain  them¬ 
selves  in  rural  areas  which  are  rapidly  finding  themselves 
further  and  further  removed  from  medical  services  with  re¬ 
sultant  increased  cost. 

Further,  this  increase  in  mechanization  and  its  corollary 
large  land  units  involves  a  much  greater  capital  investment  in 
the  farm  enterprise,  thus  reducing  the  number  of  potential 
entrepreneurs  unless  some  new  methods  of  financing  the  in¬ 
dustry  be  evolved.  Will  this  change  to  any  extent  the  charac¬ 
ter  of  composition  of  our  rural  people?  What  will  happen  to 
the  old  agricultural  ladder?  Does  it  involve  a  system  of  per- 
menent  tenancy  where  the  tenant  will  have  little  or  no  hope 
of  even  becoming  a  land  owing  entrepreneur?  Such  a  system 
of  tenancy  would  demand  fore  rigid  supervision  and  constant 
direction  in  the  interests  of  the  investors.  Will  the  Anglo- 
saxon  or  the  northwestern  European  settler  take  kindly  to 
brass-button  farming,  or  will  the  directors  require  to  find  a 
peasant  class  of  settler  accustomed  to  dictation  and  content 
with  the  standard  of  living  involved  in  high-priced  supervision 
and  low-priced  labor? 

The  fact  that  starting  from  the  basis  of  increased  me¬ 
chanization  these  questions  may  even  be  asked  shows  that  all 
these  economic  problems  previously  mentioned  are  not  only 
interlocked  among  themselves,  but  are  interwoven  with  many 
sociological  problems  as  well.  Similarly  if  we  begin  from  the 
phenomenon  of  low  prices  we  find  the  tendency  toward  fore¬ 
closures  for  debt,  involving  abandonment  or  tenancy;  lower 
standards  of  living,  involving  a  shift  from  northwestern  Euro¬ 
pean  types  to  southeastern  Europeans.  Whole  areas  are 
abandoned  or  left  with  insufficient  population  and  insufficient 
incomes  to  maintain  the  services  and  standards  expected  by 
the  rural  population.  A  study  of  marginal  lands  in  Manitoba 
made  by  the  writer  in  1926-27  will  serve  to  illustrate  the  point. 
It  was  found  that  with  a  knowledge  of  the  physical  factors 
such  as  soil  and  climate  taken  in  conjunction  with  the  availa¬ 
bility  of  suitable  markets  it  was  possible  to  predict  with  a 
fair  degree  of  accuracy  the  level  of  productivity  of  certain 
areas.  (R  =  -f  .833  ±  .072) 
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A  weighted  productivity  index  based  on  the  returns  from 
three  major  sources  of  farm  income,  grains,  live  stock  sales, 
and  dairy  products,  was  constructed.  The  average  for  the 
province  was  taken  as  the  base  equal  to  100,  and  it  was  found 
that:  (1)  Where  the  productivity  index  was  forty  or  less, 
high  schools  vanished  and  elementary  schools  required  extra¬ 
ordinary  grants  from  the  central  government  in  order  to  keep 
open.  When  the  amounts  of  these  special  school  grants  are 
correlated  with  the  productivity  index  the  Pearsonian  coef¬ 
ficient  r  =  .45,  and  when  correlated  with  the  grain  index, 
r  =  .58. 

(2)  Where  the  productivity  index  was  less  than  50,  re¬ 
ligious  services  were  supported  totally  or  in  part  by  outside 
funds. 

(3)  Where  the  index  was  less  than  50  the  district  was 
unable  to  support  a  resident  physician  for  less  than  1000 
square  miles  of  territory,  and  an  index  approaching  100  was 
necessary  before  resident  physicians,  hospitals  and  visiting 
nurses  could  be  maintained  from  local  funds. 

(4)  Districts  whose  index  was  less  than  40  were  rapidly 
being  totally  abandoned,  and  where  the  index  was  less  than 
50  the  northern  Europeans  were  rapidly  moving  out,  some¬ 
times  being  replaced  by  southeastern  Europeans. 

(5)  No  attempt  was  made  at  that  time  to  deal  with  the 
standard  of  living  as  revealed  by  family  expenditures. 

Within  the  last  two  years  the  Canadian  Pioneer  Problems 
Committee  has  been  attempting  to  study  some  of  the  social 
processes  of  the  fringe  areas  in  the  western  provinces.  Stan¬ 
dards  of  living  and  social  contacts  have  been  measured  with 
some  minuteness  and,  although  the  analysis  is  still  far  from 
complete,  enough  has  been  revealed  to  show  that  the  policies 
of  undirected  and  uncontrolled  land  settlement  have  been 
wasteful  from  both  the  economic  and  the  social  point  of  view. 
Even  in  the  older  settlements,  and  in  the  more  prosperous, 
the  burden  of  taxation  for  public  services  and  of  voluntary 
contributions  necessary  to  the  maintenance  of  the  social  in¬ 
stitutions  regarded  as  necessary  for  twentieth  century  people 
has  become  unbearable,  and  the  point  has  been  reached  where 
rural-planning  must  be  undertaken  in  the  old  and  new  areas 
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alike.  Many  modern  towns  and  cities  have  found  town  plan¬ 
ning  an  expensive  necessity  because  they  had  allowed  their 
communities  to  grow  haphazard.  Rural  communities  in  Ca¬ 
nada  have  at  different  times  been  planned  on  different  bases, 
but  no  one  knows  whether  the  old  parish  system,  the  old  village 
system,  the  old  Ontario  concession,  the  square  township,  or 
some  new  method  of  resurvey  would  be  advantageous  for  the 
efficient  internal  management  of  the  farm  and  the  community, 
and  for  the  effective  and  economical  provision  of  social  ser¬ 
vices  and  amenities  such  as  are  demanded  today. 

In  conclusion  let  us  summarize  the  task  that  lies  before 
the  scientific  rural  social  investigator  and  the  rural  social  en¬ 
gineer.  He  must  start  from  the  hypothesis  that  there  is  for 
every  nation,  and  there  is  internationally  too,  a  proper  balance 
of  rural  and  urban  civilizations;  not  necessarily  a  rigid  and 
static  balance  but  one  which,  though  always  ever  changing,  is 
always  capable  of  ready  adjustment.  The  rural  social  re¬ 
searcher  must  find  what  is  that  balance,  what  forces  disturb 
it  and  what  forces  maintain  it.  This  includes  the  scientific 
analysis  of  demographic  data,  both  static  and  dynamic,  birth 
rates,  death  rates,  size  of  family,  age  grouping  in  rural  and 
urban  communities,  rural-urban  migration,  the  degree  of  se¬ 
gregation  of  racial  or  national  groups.  The  physical  and  psy¬ 
chological  traits  of  rural  people  must  also  be  studied  and  their 
social  attitudes  understood.  Then  the  purely  social  side  of 
their  life  involves  many  important  problems:  their  folkways, 
mores,  and  institutions  must  all  come  under  observation.  The 
whole  field  of  rural  education  presents  so  many  problems  of 
administration  and  curriculum  that  specialists  in  rural  edu¬ 
cation  are  needed  for  the  research.  The  question  of  the  size 
of  the  administrative  unit  is  one  which  can  be  solved  only  if 
tackled  in  the  light  of  present  economic  and  social  trends. 

The  religious  life  and  the  religious  institutions  of  rural 
Canada  present  many  problems  of  conflict  and  overlapping. 
In  view  of  the  fact  that  eightly  per  cent,  of  Canada’s  popula¬ 
tion  acknowledge  allegiance  to  one  or  other  of  four  great  re¬ 
ligious  organizations,  the  time  may  be  ripe  for  the  organized 
church  to  recapture  its  former  position  as  the  focal  point  of 
rural  community  life.  Other  organizations  which  have  been 
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built  up  by,  and  profess  to  serve,  the  rural  people,  require 
study  as  to  their  functioning.  Some  have  said  that  there  are 
too  many  organizations  but  in  a  study  now  in  progress  a  map¬ 
ping  of  the  organizations  which  have  technical,  economic  and 
social  programs,  reveals  that  there  are  areas  of  over-organiza¬ 
tion  but  also  many  “desert”  areas  where  the  stereotyped  or¬ 
ganizations  have  not  penetrated  or  have  failed  to  survive. 

Much  work  requires  to  be  done  on  the  cultural  back¬ 
grounds  of  various  national  types  and  some  methods  of  mea¬ 
suring  their  assimilability  and  the  rates  of  assimilation  when 
segregated  in  solid  blocks  and  when  dispersed,  must  be  de¬ 
vised.  The  recent  attempt  made  by  the  Canadian  National 
Railways  to  evaluate  the  community  progress  of  continental 
European  settlers  is  a  noteworthy  and  commendable  venture. 

The  standard  of  living  of  the  rural  people,  especially  in 
such  a  period  of  low  agricultural  prices,  needs  investigation 
and  comparison  with  the  standards  of  urban  industrial  work¬ 
ers.  We  must  know,  and  that  soon,  whether  or  not  certain 
national  groups  have  standards  essentially  different  from  those 
generally  accepted  as  Canadian,  for  on  our  marginal  lands, 
and  sometimes  on  submarginal,  the  non-British  and  non- 
French  types  are  found  to  predominate.  Note  how  a  vicious 
circle  may  be  started.  Place  a  group  with  a  low  standard  of 
living  and  a  low  rate  of  assimilability  on  marginal  lands  where 
they  cannot  hope  to  improve  their  standards  of  living  nor  their 
education  and  you  perpetuate  and  accentuate  the  difference 
between  their  standards  and  the  Canadian.  This  involves 
the  development  of  a  peasant  class  which  will  be  essentially 
different  and  permanently  different  in  culture  from  tne  people 
who  are  now  regarded  as  typically  Canadian. 

These  are  only  a  few  of  the  problems  of  a  social  or  socio¬ 
economic  nature  which  demand  immediate  research  and  with¬ 
out  that  research  the  rural  social  engineer  will  work  in  the 
dark.  For  his  task  he  requires  the  brightest  light,  a  know¬ 
ledge  of  the  social  forces  that  are  likely  to  assist  in  adjusting 
the  balance  between  rural  and  urban  life.  He  must  devise 
ways  of  applying  the  proper  forces  so  as  to  provide  a  rural 
life  that  will  be  rich,  adequate  and  satisfying  economically, 
socially,  and  psychologically. 
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It  is,  perhaps,  appropriate  to  quote  with  approval  from 
an  article  in  the  May  number  of  Scientific  Agriculture  dealing 
with  the  training  of  agricultural  extension  workers: 

I  would  rather  have  a  man  who  has  a  general  knowledge  of  Eco¬ 
nomics,  Rural  Sociology  and  Psychology,  than  one  who  has  his  head 
crammed  full  of  detailed  facts  which  he  may  never  be  able  to  make 
use  of. 

The  day  is  coming  when  the  rural  sociologist  and  the  rural 
social  engineer  must  be  given  a  place  in  the  forefront  of  the 
professional  agriculturists.  To  date  he  has  had  in  Canada 
but  a  spare  corner  of  the  back  seat. 


A  PROGRAM  OF  RESEARCH  IN  AGRICULTURAL 

ECONOMICS 

J.  F.  BOOTH 

Previous  papers  on  this  morning’s  program  have  dealt 
with  the  economic  and  sociological  problems  confronting  Ca¬ 
nadian  agriculture.  The  purpose  of  this  discussion  is  to  out¬ 
line  a  program  of  research  that  will  lead  to  a  better  under¬ 
standing  of  these  questions  and,  we  hope,  aid  in  the  solution 
of  some  of  them. 

Research  in  agricultural  economics  may  be  divided  rough¬ 
ly  into  three  separate  divisions,  (1),  dealing  with  the  farm, 
(2),  with  the  marketing  and  distribution  of  farm  products, 
and  (3),  those  problems  of  a  more  general  nature  which  affect 
the  profitableness  of  farming  and  the  well-being  of  the  farmer 
and  his  family  either  directly  or  indirectly. 

Research  work  in  the  first  group  is  usually  referred  to  as 
farm  management.  The  research  worker  in  this  field  uses  the 
farm  as  his  laboratory.  He  recognizes  that  in  a  given  region 
one  finds  farmers  operating  with  varying  degrees  of  success. 
By  analysing  the  operations  of  a  representative  sample  of 
these  to  obtain  details  on  farm  receipts  and  expenses,  invest¬ 
ments  in  the  various  factors  of  production,  labour  expended 
on  different  enterprises,  rates  of  production,  effects  of  the  use 
of  fertilizer  and  other  similar  information,  it  is  possible  to 
determine  the  best  combination  of  enterprises,  the  amount  of 
land,  labour  and  capital  necessary  for  best  results  and  other 
information.  Data  are  usually  obtained  either  by  the  survey 
method  where  usually  a  hundred  or  more  farms  are  studied, 
or  by  the  analysis  of  detailed  farm  accounts  which  are  usually 
conducted  under  some  degree  of  supervision. 

The  survey  method  is  simple,  requires  comparatively  little 
time,  and  for  that  reason  enables  one  to  study  a  relatively 
large  number  of  farms  and  to  obtain  information  which  cannot 
be  obtained  in  any  other  way.  The  farm  management  survey 
acts  as  a  check  on  experimental  tests  and  is  a  valuable  means 
of  supplementing  and  supporting  the  conclusions  obtained  by 
experimental  farms  and  colleges  of  agriculture. 


154 


Canadian  Political  Science  Association 


A  number  of  such  studies  have  been  conducted  in  differ¬ 
ent  parts  of  Canada.  The  Dominion  Department  of  Agricul¬ 
ture  is  carrying  on  such  work  in  six  provinces  in  co-operation 
with  provincial  and  other  agencies.  The  results  are  valuable 
not  only  to  the  farmers  whose  activities  are  analysed  but  to 
all  those  engaged  in  similar  types  of  farming.  The  survey 
provides  a  simple  but  comprehensive  method  of  analysing  ac¬ 
tual  farm  results,  and  furnishes  results  which  are  respected 
by  those  directly  interested. 

The  keeping  of  detailed  accounting  records  provides  more 
complete  information  than  can  be  obtained  by  the  survey 
method.  Farm  accounting  is  being  encouraged  by  farm  eco¬ 
nomic  departments  in  several  provinces.  Simple  account  books 
have  been  distributed  by  Departments  of  Agriculture  and 
several  colleges. 

Information  on  the  costs  of  producing  different  farm  pro¬ 
ducts  may  be  of  value  to  farmers  as  a  guide  to  the  most 
efficient  organization  of  the  farm.  On  occasions  such  infor¬ 
mation  is  also  of  value  for  other  purposes  such  as  for  com¬ 
parison  with  costs  incurred  in  other  provinces  or  countries. 
Farmers  have  frequently  found  such  information  useful  in 
supporting  their  request  for  legislative  assistance.  Farm 
economists  are  not,  however,  in  absolute  agreement  regarding 
the  value  of  cost  accounting  in  studying  the  economics  of  farm 
organization  but  generally  admit  that  with  certain  limitations 
such  research  is  of  value. 

Farming  under  present  day  conditions  has  become  so 
highly  competitive  that  success  demands  careful  planning  in 
advance.  This  is  not  a  new  experience.  Farmers  in  all  ages 
have  had  to  plan  in  advance  and  anticipate  results.  But  at 
no  time  in  history  has  such  a  procedure  been  as  much  of  a 
necessity  as  today.  The  farmer  who  would  succeed  under 
present  conditions  must  adopt  business-like  methods,  and  one 
of  these  which  promises  worth-while  results  is  the  annual  pre¬ 
paration  of  a  carefully  considered  budget  of  anticipated  re¬ 
ceipts  and  expenses.  In  encouraging  this  work  and  in  pre¬ 
paring  forms  for  the  tabulation  of  such  data,  agricultural 
economists  have  a  most  useful  field  of  endeavour  and  one 
which  should  be  encouraged.  Incidently  the  information  on 
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yields,  labour  and  feed  requirements,  expenses  and  receipts 
necessary  for  the  preparation  of  budgets  is  provided  by  farm 
management  surveys  and  farm  accounting. 

In  the  conduct  of  farm  management  or  economic  studies, 
farm  accounting,  cost  of  production  and  budgeting  projects 
a  valuable  fund  of  information  for  the  use  of  farmers  and  the 
public  will  be  provided.  A  start  has  been  made  on  such  work 
but  the  program  should  be  extended. 

A  few  years  ago  it  was  estimated  that  farmers  of  the 
United  States  receive  about  35  cents,  on  the  average  out  of 
the  dollar  paid  by  the  consumer  for  farm  products.  In  the 
case  of  certain  products  this  ran  as  low  as  15-20  per  cent.,  in 
a  few  as  high  as  75  or  80  per  cent.  If  this  estimate  applies 
to  Canadian  conditions,  and  there  is  reason  to  believe  it  might, 
the  desirability  of  an  examination  of  the  reasons  for  this 
spread  is  at  once  apparent.  Research  in  the  costs  of  market¬ 
ing  is  a  comparatively  undeveloped  field  and  one  which  invites 
increased  attention. 

It  is  believed  that  the  handlers  of  farm  products  will  wel¬ 
come  the  assistance  of  the  economist  in  studying  methods  and 
organization  with  a  view  to  the  reduction  of  costs.  Studies 
already  made  of  the  cost  of  handling  farm  produce,  by  differ¬ 
ent  firms  engaged  in  the  same  line  of  business,  reveal  a  range 
frequently  in  excess  of  100  per  cent.  Economic  studies  which 
reveal  the  causes  of  excessive  costs  of  marketing  are  of  value 
not  only  to  the  marketing  agency  but  also  to  the  producer 
and  consumer  of  farm  products. 

In  this  connection  one  of  the  most  valuable  services  per¬ 
formed  by  the  economists  is  the  furnishing  of  reliable  infor¬ 
mation  on  the  functions  performed  by  marketing  or  middle¬ 
men  agencies  which,  frequently,  are  not  at  all  well  understood. 
It  is  believed  that  if  farmers  were  made  more  familiar  with 
the  true  functions  of  those  who  handle  their  products  there 
would  be  less  dissatisfaction  than  frequently  exists,  and  fewer 
ill-fated  attempts  to  improve  the  situation  by  the  duplication 
of  facilities  and  services. 

Research  in  this  field  should  be  encouraged  with  a  two¬ 
fold  purpose  in  view,  first,  of  aiding  in  the  reduction  of  costs 
and  margins,  and  second,  of  acquainting  farmers  and  the  pub- 
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lie  generally  with  the  services  demanded  and  performed  and 
the  costs  entailed.  In  each  case  farmer,  middlemen  and  con¬ 
sumer  benefit. 

A  program  of  research  in  marketing  should  also  include 
the  study  of  co-operation.  We  have  in  this  country  more  than 
1,000  farmer-owned  and  controlled  organizations  conducting 
a  business  running  into  several  hundred  million  dollars  in 
normal  years.  For  more  than  half  of  our  farmers  these  as¬ 
sociations  play  the  role  of  marketing  or  purchasing  agents. 
Producers  have  been  encouraged  to  form  such  associations 
but  relatively  little  has  been  done  to  study  the  real  possibilities 
and  limitations  of  the  movement.  We  have  had  plenty  of 
propaganda  but  little  research  which  would  give  to  producers 
the  answer  to  such  questions  as — what  volume  of  business  is 
necessary  to  success  under  given  conditions?  what  amount  of 
capital  is  required  to  successfully  operate  a  co-operative  as¬ 
sociation?  what  form  of  capitalization  and  structure  of  or¬ 
ganization  is  best  suited  to  local  conditions?  what  are  the 
advantages  and  disadvantages  of  contracts?  what  does  it  cost 
per  unit  to  handle  a  business  of  the  type  contemplated?  what 
membership  problems  will  be  met?  what  legal  questions?  what 
management  problems?  and  so  forth. 

In  addition  to  these  organization  and  management  prob¬ 
lems  there  are  a  number  of  other  very  fundamental  matters 
which  should  be  studied  and  their  application  to  the  co¬ 
operative  form  of  business  considered.  These  have  to  do  with 
such  questions  as  supply  and  demand  and  their  relationship 
to  the  price  of  agricultural  products,  orderly  marketing,  go¬ 
vernmental  and  monopoly  control,  compulsory  pooling,  the 
effects  of  bounties,  cartels  and  quotas.  These  are  not  new 
questions,  economists  have  grappled  with  them  before  but 
there  is  much  yet  to  be  done  in  determining  their  application 
to  agriclture  and  to  farmers’  business  organizations  in  par¬ 
ticular.  It  is  in  the  field  of  research  and  education  that 
governmental  departments,  educational  institutions,  and  re¬ 
search  agencies  can  be  of  most  service  to  farmers  and  the  co¬ 
operative  movement  generally.  It  is  not  always  possible  during 
periods  of  intense  enthusiasm  to  obtain  consideration  for  the 
homely  facts  and  principles  governing  human  actions  and  hu- 
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man  institutions.  We  should,  however,  be  prepared  to  study 
and  instruct  when  conditions  are  favourable.  The  co-operative 
movement  in  this  country  is  already  one  of  immense  propor- 
tmns  and  of  immense  possibilities  but  like  other  democratic 
ins  i  ll  ions  its  progress  is  dependent  upon  an  informed  mem¬ 
bership  and  upon  leadership  equipped  with  the  necessary  in¬ 
formation  to  reach  intelligent  conclusions.  There  is  much  for 
economists  and  sociologists  to  do  in  this  connection  but  our 
own  lack  of  information  on  many  of  the  problems  involved 
suggests  the  need  for  practical  research. 

In  addition  to  these  problems  which  focus  more  or  less 
definitely  upon  the  farm  and  market  we  have  a  number  of 
questions  of  a  more  general  nature.  Some  of  these  affect  the 
farmer  directly ;  others  have  to  do  with  his  public  relationship 
or  to  the  social  order  in  general.  A  few  of  these  will  be  con¬ 
sidered. 

•  u-Dr’  'M’urc^ie  referred  to  certain  aspects  of  this  subject 
m  is  paper.  Briefly  stated  our  land  settlement  laws  have 
not  always  been  perfect.  Regions  have  been  settled  for  farm¬ 
ing  purposes  which,  perhaps,  should  not  have  been.  Climatic, 
soil  and  other  conditions  could  not  always  be  carefully  analysed 
before  the  demand  for  land  caused  areas  to  be  thrown  open 
foi.  settlement.  Farmers  have  settled  on  holdings  too  small 
to  insure  the  support  of  families. 

Then,  too,  the  trend  toward  mechanization  has  materially 
influenced  farming  in  many  districts.  Difficulties  in  this  con¬ 
nection  are  not  confined  to  the  newer  settled  areas.  The  com¬ 
petition  of  these  virgin  areas,  improved  transportation,  loss 
of  soil  fertility,  and  other  causes  have  brought  land  utilization 
problems  to  the  attention  of  people  in  the  older  provinces.  We 
are  confronted  with  some  very  serious  problems  in  this  gen¬ 
eral  field  which  challenge  the  most  careful  study. 

Farmers  as  a  class  are  debtors  and  this  is  particularly 
true  in  all  newly  settled  areas.  If  the  development  of  agri¬ 
culture  had  had  to  wait  upon  the  net  receipts  from  farms  the 
progress  we  have  made  would  have  been  much  slower.  Whether 
or  not  this  would  have  been  more  desirable  is  not  open  to  dis¬ 
cussion  now.  Our  farmers  operate  on  credit,  we  are  heirs  to 
both  the  policy  and  the  practice  and  it  is  our  task  to  make  the 
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load  as  light  as  possible.  Can  we  assist?  Certainly  there  are 
opportunities  for  while  we  have  a  national  and  certain  pto- 
vincial  farm  loan  policies  we  still  have  credit  problems.  What, 
for  example,  are  farmers  paying  for  credit  because  of  the 
generally  adopted  practice  of  making  credit  institutions  out 
of  retail  merchants,  implement  dealers  and  others?  We  need 
first  a  series  of  detailed  studies  followed  by  constructive  sug¬ 
gestions  and  much  education.  Perhaps  it  may  be  found  that 
in  the  interest  of  both  farmers  and  credit  institution  that 
some  supplementary  form  of  credit  is  needed.  The  possibili¬ 
ties  for  research  and  education  in  this  field  are  abundant  in 
spite  of  the  very  splendid  work  that  has  already  been  done. 

In  times  of  stress  we  hear  much  about  burdensome  taxes, 
particularly  from  farmers,  but  despite  price  fluctuations  and 
cycles,  the  index  number  of  taxes  goes  on  up  with  more  or  less 
regularity.  Have  farmers  a  reason  to  complain  about  taxes? 
Do  they  as  a  class  contribute  more  toward  public  revenues 
than  other  groups?  We  have  no  answer  to  the  question  but 
we  know  that  in  the  past  half  century  many  of  the  institutions 
and  businesses  which  formerly  contributed  to  the  support  of 
local  government  have  moved  to  larger  centers.  Have  the 
country  districts  received  a  corresponding  increase  in  returns 
from  provincial  or  Dominion  revenues  or  have  the  farmeis 
and  such  local  industries  as  remain  in  rural  communities  been 
compelled  to  submit  to  increased  taxes  in  order  to  support 
necessary  public  services  and  institutions. 

A  survey  conducted  by  the  Ontario  Agricultural  College 
of  287  farms  in  Brant  County,  a  mixed  farming  region,  (the 
results  of  this  study  have  not  yet  been  published),  showed 
that  taxes  per  farm  averaged  $154  while  the  labour  incomes 
of  operators  averaged  $271.  An  analysis  of  the  businesses  of 
148  apple  farms  in  several  other  counties  of  Ontario  for  the 
crop  year  of  1929-30,  made  by  the  Economics  Branch  of  the 
Dominion  Department  of  Agriculture,  revealed  that  taxes  a- 
veraged  $203  per  farm  and  the  labour  income  of  the  operators 
$160. 

Research  in  taxation  may  suggest  certain  inequalities 
which  should  be  remedied  and  also  ways  by  which  the  burden 
may  be  reduced  but  its  most  important  contribution  will  pro- 
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bably  be  in  arousing  an  interest  in  the  subject  and  in  acquaint¬ 
ing  the  public  with  the  purposes  of  taxation  and  the  uses  made 
of  the  money  received. 

The  problems  in  this  field  which  are  intertwined  with 
those  of  economics  have  been  discussed  by  Dr.  Murchie.  In 
again  introducing  the  subject  the  purpose  of  this  paper  is  to 
emphasize  the  need  of  research  in  this  field.  Whether  rural 
economics  and  rural  sociology  be  considered  under  one  heading 
or  two  is  not  important.  Our  concern  is  that  more  be  done  to 
bring  to  light  the  problem  in  this  field. 

^r-  Lattimer  suggests  that  after  a  full  year  of  depression 
it  is  difficult  to  attribute  the  discrepancy  between  the  prices 
of  farm  products  and  the  general  commodity  prices  to  the  so- 
called  lag”  in  price  adjustments.  The  fact  is,  however,  that 
there  is  a  “lag”  and  that  the  resulting  discrepancy  is  a  pri¬ 
mary  factor  in  the  farmers  inability  to  meet  current  obliga¬ 
tions.  It  is  the  cause  of  the  “lag”  however,  which  is  most 
important  here  we  have  the  suggestion  of  necessary  research. 
How  do  wages,  rents,  and  taxes  affect  prices,  wholesale  and 
retail?  Why  do  the  prices  of  farm  products  and  other  raw 
materials  respond  to  changing  conditions  in  a  manner  differ¬ 
ent  from  those  of  manufactured  products? 

The  answer  to  these  questions  may  or  may  not  suggest 
corrective  influence  but  they  will  in  any  case,  if  made  part 
of  an  educational  program,  help  producers  of  raw  materials 
to  understand  the  situation  and  give  them  some  idea  of  what 
to  expect  in  future.  A  serious  situation  is  more  readily  faced 
if  we  understand  its  causes.  Drastic  and  ill-conceived  reme¬ 
dies  might  often  be  avoided  if  we  know  why  a  condition  exists. 
We  need  more  statistics  on  prices,  production,  imports  and  ex¬ 
ports,  crop  movements,  storage  holdings  and  intentions  to  pro¬ 
duce,  and  we  need  more  statisticians  trained  in  economics  to 
interpret  them. 

There  is  a  wealth  of  material  available  on  the  subject  of 
agricultural  history  particularly  in  the  older  provinces  of  the 
east  where  agriculture  in  some  form  has  existed  for  about 
three  centuries.  We  have  much  to  learn  from  the  experiences 
of  earlier  times  particularly  in  the  matter  of  agricultural  set¬ 
tlement,  production  response  to  price  movements,  effects  of 
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climatic  conditions  on  production,  early  experiences  with  de¬ 
structive  insects,  pests  and  disease,  experience  in  reconstruc¬ 
tion  due  to  changing  competitive  conditions  brought  about  by 
the  opening  of  new  areas  and  in  many  other  problems  of  like 

nature. 

It  is  not  the  intention  of  this  paper  to  dwell  on  the  need 
for  research  in  foreign  trade  any  more  than  to  emphasize  and 
endorse  what  has  been  said  by  Dr.  Grindley.  Attention  is 
called  to  the  fact,  however,  that  at  least  one  of  our  important 
competitors  has,  during  the  past  year  or  two,  created  a  special 
division  of  Foreign  Agricultural  Service  and  at  the  present 
time  has  representatives  in  many  countries  establishing  con¬ 
tacts,  gathering  statistics,  studying  market  requirements  and 
methods  of  competitors.  Trained  agriculturists  with  graduate 
training  in  economics  are  required  for  these  posts.  This  is 
undoubtedly  suggestive  of  the  general  trend  in  the  develop¬ 
ment  of  foreign  trade. 

These  suggestions  do  not  cover  all  the  fields  in  which  re¬ 
search  in  agricultural  economics  should  be  instituted  or  in¬ 
creased  but  they  will  perhaps  give  some  idea  of  the  extent  of 
the  problem  and  some  hint  as  to  how  far  we  are  short  of  a 
complete  program. 

In  presenting  this  outline  the  inference  may  have  been 
left  that  nothing  has  been  done  in  this  field  of  work.  If  so,  a 
correction  is  necessary.  Those  who  are  specializing  in  agri¬ 
cultural  economics  recognize  and  appreciate  the  contributions 
made  by  other  economists  on  behalf  of  agriculture  and  also  the 
work  of  fellow  agriculturists  whose  researches  have  resulted 
in  an  economic  interpretation.  Our  Departments  and  Colleges 
of  Agriculture  and  other  institutions  of  learning  have  made 
notable  contributions  to  the  economics  of  agriculture.  We 
feel  certain,  however,  that  those  who  have  thus  enquired  into 
the  subject  will  be  the  first  to  endorse  an  extension  of  the 
program. 

It  is  not  considered  that  the  scope  of  this  paper  was  in¬ 
tended  to  include  suggestions  as  to  how  and  by  what  agencies 
this  program  should  be  conducted.  Some  of  the  work  is  local 
or  provincial  in  character,  some  interprovincial  or  interna¬ 
tional.  Certain  phases  of  the  program  can  best  be  handled  by 


Research  in  Agricultural  Economics 


161 


educational  institutions,  others  by  provincial  or  Federal  go¬ 
vernment  agencies.  In  the  actual  working  out  of  such  a  pro¬ 
gram  there  may  be  some  duplication  and  almost  inevitably 
some  over-lapping.  It  is  better,  however,  that  this  be  the  case 
than  that  work  be  left  undone. 

In  conclusion  it  is  respectfully  suggested  that  the  econo¬ 
mic  problems  of  agriculture  which  are  of  direct  interest  to 
about  45  per  cent,  of  our  people  and  indirectly  of  interest  to 
all  of  us  should  receive  much  greater  consideration  from  the 
universities,  colleges,  governmental  departments,  and  private 
institutions  engaged  in  research  and  education. 


PRESENT  TRENDS  IN  CANADIAN  AGRICULTURE- 

DISCUSSION 


W.  M.  Drummond, — My  remarks  this  morning  are  primarily  con¬ 
cerned  with  Dr.  Grindley’s  paper,  for  it  is  that  aspect  of  the  problem 
which  happens  to  interest  me.  From  the  historical  section  of  Dr. 
Grindley’s  paper  one  would  conclude  that,  to  date,  it  has  not  been  pos¬ 
sible  for  Canada  to  engage  in  the  exporting  of  all  kinds  of  agricultural 
commodities  at  the  same  time.  As  indicated,  our  earlier  history  saw 
us  concentrating  on  the  export  of  live  animals  and  butter  and  cheese, 
whereas  during  the  present  century  we  have  gradually  withdrawn 
from  these  and  have  seen  fit  to  concentrate  on  wheat  and  other  cereals. 
It  seems  to  me  that  this  historical  fact  suggests  the  impossibility  of 
Canada  being  able  to  produce  a  sufficient  quantity  of  all  agricultural 
products  so  as  to  have  a  surplus  for  export.  This  conclusion  is  based 
entirely  on  the  historical  facts.  Those  facts,  however,  include  our  past 
agricultural  production  and  organization  policy,  but  that  policy  by  no 
means  need  be  continued  in  the  years  to  come.  Indeed,  it  is  not  only 
conceivable  but  highly  probable  that  with  an  agricultural  policy  which 
emphasized  regional  organization  and  specialization,  our  total  produc¬ 
tion  of  all  or  at  least  many  agricultural  commodities  would  be  so  in¬ 
creased  that  there  would  remain  a  surplus  of  each  for  export.  And 
when  I  speak  of  a  surplus  for  export  I  mean  a  surplus  sufficient  to 
guarantee  regularity  of  supply  in  the  export  markets.  In  the  event 
of  no  such  regional  organization  taking  place,  and  any  such  change  can 
only  be  a  gradual  change  if  it  comes  at  all,  it  would  seem  the  part  of 
wisdom  for  Canada  to  select  two  or  three  of  her  agricultural  commodi¬ 
ties  and  adopt  a  policy  of  exporting  in  regard  to  these  only.  Unless  this 
is  done  there  will  not  be  sufficient  quantity  of  all  commodities  to  ensure 
regularity  of  supplies  or  stability  of  policy  in  the  export  markets.  And 
lack  of  such  regularity  and  stability  would  mean  a  continuance  of  the 
intermittent  character  which  has  characterised  our  export  dealings  in 
the  past.  Unless  we  can  in  some  way  guarantee  to  foreign  consumers 
not  only  high  and  uniform  quality  but  regularity  in  quantity  we  cannot 
hope  to  compete  effectively  with  countries  such  as  Denmark  which  pro¬ 
vide  these  very  things.  And  even  if  it  is  possible  to  secure  foreign 
markets  for  our  products,  the  expense  of  securing  such  is  too  high  un¬ 
less  we  hope  to  make  fairly  exhaustive  use  of  such  markets  when  once 
obtained.  Particularly  is  this  the  case  if  special  markets  for  each 
special  farm  commodity  have  to  be  found  and  maintained. 

In  rather  striking  contrast  to  this  policy  of  concentrating  on  two 
or  three  commodities,  Dr.  Grindley’s  paper  shows  clearly  that  we  have 
exported  a  great  variety  of  agricultural  commodities  in  greater  or 
lesser  degree.  It  also  shows  that  this  diversity  of  commodities  has 
been  accompanied  by  irregularity.  Not  only  have  there  been  great  dif- 
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ferences  in  quantities  and  commodities  exported  between  one  year  and 
another  but  equally  significant  variations  are  evidenced  in  the  between- 
season  shipments.  This  is  particularly  noticeable  in  regard  to  our 
exports  of  bacon,  beef,  butter,  cheese  and  eggs.  We  have  heard  a  great 
deal  during  the  past  couple  of  years  about  the  great  loss  we  have 
suffered  because  we  have  ceased  to  export  bacon  and  butter.  And 
coupled  with  these  claims  of  loss  have  gone  urgings  that  we  should 
do  all  possible  to  return  to  an  export  basis  in  regard  to  these  commodi¬ 
ties  as  soon  as  we  possibly  can.  It  now  looks  as  if  we  are  going  to 
ha\e  a  chance  ere  long  to  put  this  idea  to  the  test.  Certainly  with  the 
recent  swing  in  the  direction  of  increased  hog  and  butter  and  egg  pro¬ 
duction  we  shall  have  to  export  or  at  least  try  to  do  so.  In  any  case  if 
we  intend  to  compete  in  the  export  markets  at  all  with  butter,  cheese, 
bacon,  etc.,  it  will  be  necessary  for  us  so  to  order  our  production  pro¬ 
grams  that  we  will  have  a  large  and  certain  surplus  of  each  of  our 
commodities  at  all  seasons  as  well  as  making  certain  of  high  and  uni¬ 
form  quality.  There  can  be  no  real  profit  in  an  in-and-out  sort  of  com¬ 
petition  in  the  world  markets.  In  this  same  connection  I  think  it  most 
fitting  that  Dr.  Grindley  should  have  mentioned  the  fact  that  interna¬ 
tional  trade  is  becoming  a  matter  of  bargaining  between  the  trading 
countries  and  should  have  emphasized  the  great  importance  of  having  a 
stable  settled  production  policy  before  setting  out  upon  international 
trade  agreements.  Unless  the  trading  countries  have  some  measure  of 
stability  in  their  production  programs,  the  trade  agreements,  which  are 
of  necessity  based  upon  those  programs,  cannot  possibly  be  characterised 
by  any  degree  of  permanence.  So  we  see  that  stability  of  trade  agree¬ 
ments  depends  directly  upon  equal  stability  in  the  production  policies 
of  each  of  the  trading  countries. 

A  further  conclusion  resulting  from  the  paper  under  discussion  is 
that  Canada  has  depended  chiefly  on  the  United  States  and  Great  Britain 
for  her  markets.  To-day  it  is  difficult  to  sell  in  either  of  these  markets. 
It  is  hard  to  sell  in  the  United  States,  despite  its  nearness,  because  of 
the  tariff  wall.  We  cannot  sell  there  profitably  unless  we  can  produce 
very  economically.  It  is  hard  to  sell  in  Great  Britain  because  it  is  the 
only  large  free  trade  country  in  regard  to  agricultural  commodities,  and 
all  agricultural  exporting  countries  compete  for  the  British  market.  This 
keen  competition  makes  it  necessary  to  be  a  very  efficient  producer  in 
order  to  compete.  Probably  at  the  present  time,  when  the  spirit  of 
national  self-sufficiency  is  so  strong,  there  is  no  sense  in  trying  to  pro¬ 
duce  efficiently  in  order  to  be  able  to  climb  tariff  walls  for  the  simple 
reason  that  according  as  you  gain  in  efficiency  the  tariff  goes  up  in 
order  to  meet  you.  If  this  is  so  then  it  remains  for  us  to  compete  in 
the  free  but  highly  competitive  British  market  or  in  other  markets 
where  our  products  must  be  had.  It  seems  to  me  that  successful  compe¬ 
tition  in  foreign  markets  can  only  result  if  we  take  all  possible  steps 
toward  making  ourselves  more  efficient  producers.  Whether  or  not  we 
plan  to  go  in  for  purely  domestic  trading,  or  for  international  dealing, 
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our  success  will  largely  depend  on  the  degree  of  productive  efficiency 
we  have  achieved.  The  less  our  natural  advantages  are  in  the  produc¬ 
tion  of  an  article,  the  more  we  will  have  to  make  up  that  deficiency 
by  added  efficiency.  So  long  as  we  continue  with  any  semblance  of  the 
competitive  order  competition  for  markets  will  get  more  and  more 
intense  and  only  the  fittest,  that  is  the  most  efficient  producers,  will 
survive.  So  it  seems  to  me  that  if  we  wish  to  concern  ourselves  with 
foreign  markets  at  all,  and  indeed  if  we  wish  to  be  sure  of  retaining 
our  home  markets,  then  we  must  keep  as  efficient  or  more  efficient  than 
our  competitors.  This  efficiency  must  take  place  both  in  the  earlier 
stages  of  production  and  in  those  later  stages  generally  combined 
under  the  single  term  marketing.  To  sum  this  up  we  must  act  as 
follws: 

(1)  Recognize  that  we  can  do  very  little  towards  finding  sales  in 
countries  which  deliberately  build  fences  to  keep  us  out. 

(2)  Recognize  that  the  number  of  countries  without  tariffs  is  very 
small  and  therefore  that  competition  for  such  markets  is  bound  to  be 

keen. 

(3)  Therefore  that  if  we  are  to  meet  it  we  must  produce  and  market 
efficiently. 

Still  a  further  general  conclusion  arrived  at  after  hearing  Dr. 
Grindley’s  paper  is  that,  after  all,  Canada  or  any  other  one  country  is 
not  in  a  position  to  decide  independently  or  completely  just  what  policy 
it  should  follow  in  regard  to  production  or  exportation.  Changes  in 
tariff  or  production  or  consumption  policies  on  the  part  of  other  coun¬ 
tries  may  render  policies  in  Canada  unfit,  out-of-date,  or  unstable.  This 
is  only  another  aspect  of  the  general  interdependence  of  nations  or  put 
in  another  way,  of  the  utter  lack  of  independent  action  on  the  part  of 
any  one  nation.  Much  could  be  said  on  this  point  but  I  will  merely  draw 

attention  to  it  here. 

The  only  other  statement  that  I  should  like  to  make  in  regard  to 
Dr.  Grindley’s  paper  is  that  it  appears  to  me  to  contain  a  certain  incon¬ 
sistency  on  one  point.  Early  in  the  paper  he  states  that  part  of  Can¬ 
ada’s  present  trouble  is  that  other  countries  have  prevented  her  goods 
from  entering  their  markets.  He  later  hints  that  the  position  of  ana- 
dian  farmers  might  be  improved  if  we  should  try  to  make  ourselves  still 
more  self  sufficient  in  regard  to  certain  agricultural  products  such  as 
wool  and  mutton  In  other  words  it  seems  to  me  that  he  is  at  one  and 
the  same  time  condemning  and  advocating  the  use  of  tariffs  against 
importation  of  farm  products. 

R.  McQueen.— The  Chairman  evidently  assumes  in  calling  upon 
me  without  notice  that  any  western  economist  should  be  competent  to 
discuss  agricultural  problems.  The  case  is  quite  otherwise  and  the 
excellent  papers  and  discussions  we  have  j.ust  heard  evidence  a  compe¬ 
tence  in  a  very  special  field.  What  strikes  one  outside  this  field  is  that 
the  papers  and  discussions  concerned  themselves  with  long  run  policies 
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whereas  the  situation  in  the  west  at  any  rate  is  one  calling  for  urgent 
short-run  measures.  The  problem  of  agriculture  in  the  west  is  that 
of  debt.  Mr.  Coote  and  Mr.  Spencer,  who  I  see  are  with  us  this  morn¬ 
ing,  would  be  better  able  to  present  the  urgency  of  the  case  than  I,  and 
doubtless  one  or  both  of  them  would  be  prepared  to  do  so.  Of  course 
insofar  as  there  is  any  solution  for  this  debt  question  it  will  certainly 
involve  some  quite  drastic  measures.  It  might  well  be  contended  that 
such  a  time  affords  a  good  opportunity  for  the  introduction  of  sound 
long-time  policies  of  the  nature  under  discussion. 

I  need  not  speak  of  the  urgency  of  the  debt  problem  to  the  indi¬ 
vidual  farmer  as  a  consequence  of  the  decline  in  the  prices  of  his  pro¬ 
ducts.  The  public  debt  also  brings  its  added  burden.  In  a  growing 
community  the  public  debt  is  incurred  not  only  for  the  needs  of  to-day 
but  also  for  the  larger  needs  of  to-morrow  and  a  period  of  depression 
brings  a  relatively  heavier  burden  in  the  west  than  in  a  more  static 
community. 

The  ultimate  incidence  of  the  burden  of  debt  will  of  course  not 
rest  on  the  farmer  alone  as  there  are  limits  that  he  can  financially  bear. 
This  shifts  the  problem  to  the  creditor  which  means  that  it  becomes 
much  more  than  a  local  western  problem. 

I  quite  realize  that  my  remarks  may  appear  not  to  follow  closely 
the  content  of  the  papers  and  discussion  just  heard.  However,  I  can¬ 
not  conceive  of  the  agricultural  problem  being  discussed  without  some 
reference  to  the  points  which  I  have  raised. 


TRANSPORTATION  AS  A  FACTOR  IN  CANADIAN 
ECONOMIC  HISTORY 

H.  A.  INNIS 

Transportation  has  been  of  such  basic  importance  to  Ca¬ 
nadian  economic  history  that  the  title  of  this  paper  may  ap¬ 
pear  redundant  and  inclusive.  The  paper  is  intended,  however, 
as  an  attempt  to  consider  the  general  position  of  transporta¬ 
tion  in  Canada  with  special  relation  to  its  peculiar  character¬ 
istics  and  their  relationships  to  Canadian  development,  rather 
than  to  present  a  brief  survey  of  Canadian  economic  histoiy. 

The  early  development  of  North  America  was  dependent 
on  the  evolution  of  ships  adapted  to  crossing  the  Atlantic. 
Water  transportation1  which  had  been  of  first  impoitance  in 
the  growth  of  European  civilization  had  improved  to  the  ex¬ 
tent  that,  by  the  beginning  of  the  sixteenth  century,  long  voy¬ 
ages  could  be  undertaken  across  the  north  Atlantic.  These 
voyages  were  continued  in  relation  to  the  acquisition  of  com¬ 
modities  for  which  a  strong  demand  existed  in  Europe,  and 
which  were  available  in  large  quantities  within  short  distances 
from  the  seaboard  of  the  new  countries.  In  the  north  Atlan¬ 
tic,  cod  was  a  commodity  in  the  handling  of  which  the  ad¬ 
vantages  of  water  transportation  were  capitalized  to  the  full. 
On  the  banks,  ships  from  Europe  caught  and  cured  the  fish  in- 
preparation  for  direct  sale  in  the  home  market.  By  the  end 
of  the  sixteenth  century,  following  the  opening  of  the  Spanish 
market  and  the  new  demand  for  dried  cod,  ships  from  England 
and  France  developed  dry  fishing  in  Newfoundland,  the  re¬ 
mote  parts  of  the  Gulf  such  as  Gaspe,  and  the  New  England 

shore. 

Mr.  Biggar  has  shown  the  relationship  between  dry  fish- 
jno-  and  the  fur  trade.2  Penetration  to  the  interior  brought 


1  Vide  S.  A.  Cudmore,  History  of  the  World’s  Commerce  with  Special 
Relation  to  Canada  (Toronto:  Pitman  &  Sons,  1929). 

2  H.  P.  Biggar,  Early  Trading  Companies  of  New  France  (Toronto: 
University  of  Toronto,  1901). 
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Europeans  in  touch  with  the  resources  of  the  mainland.  The 
continued  overwhelming  importance  of  water  transportation 
for  the  development  of  the  interior  warrants  a  brief  survey 
of  the  more  important  waterways  and  their  characteristics. 
The  course  and  volume  of  the  waterways  in  the  northeastern 
half  of  North  America  is  largely  determined  by  the  geological 
background  of  the  area.  The  Precambrian  formation  is  in 
the  form  of  an  angle  with  one  side  pointing  toward  the  north¬ 
east  including  northern  Quebec  and  Labrador  and  bounded  on 
the  north  by  Hudson  Straits,  and  the  other  to  the  northwest 
and  bounded  by  the  western  Arctic.  Hudson  Bay  constitutes 
a  large  portion  of  the  territory  in  the  angle.  The  resistant 
character  of  the  formation  and  its  relatively  level  topography 
have  been  responsible  for  a  network  of  lakes  and  rivers.  Its 
youthful  appearance  following  the  retreat  of  the  ice  sheets  is 
shown  in  the  number  of  rapids  and  obstructions  to  the  tribu¬ 
taries  and  rivers.  The  major  water  courses  flow  roughly  a- 
long  the  junction  of  the  formation  with  later  weaker  forma¬ 
tions,  as  in  the  St.  Lawrence  waterway  which  begins  with  the 
Great  Lakes  and  flows  northeast  toward  the  Gulf,  and  the 
Mackenzie  which  flows  northwest  toward  the  Arctic.  The  St. 
Lawrence  is  fed  from  the  north  by  important  tributaries,  such 
as  the  Saguenay,  the  St.  Maurice,  and  the  Ottawa,  which  are 
separated  by  low  heights  of  land  from  rivers  flowing  to  Hud¬ 
son  Bay.  The  main  waterway  is  broken  by  serious  obstructions 
at  Niagara  and  the  St.  Lawrence  rapids  above  Montreal,  and 
the  tributaries  have  numerous  rapids.  The  drainage  basins 
to  the  south,  the  Mississippi,  the  Ohio,  and  the  rivers  of  New 
York,  are  separated  by  comparatively  low  heights  of  land. 

The  energy  of  the  Canadian  people  has  been  largely  de¬ 
voted  to  the  task  of  overcoming  the  obstacles  presented  by 
these  waterways,  and  the  task  of  this  paper  will  be  that  of 
tracing  in  part  the  success  with  which  that  energy  has  been 
applied  and  the  results  of  its  application.  In  this  sense  it  is 
an  extension  of  the  work  of  Miss  Newbigin.3 

The  commodity,  supplied  by  this  vast  stretch  of  northern 


3  M.  J.  Newbigin,  Canada,  the  Great  River,  the  Lands  and  the  Men 
(London:  Christophers,  1926). 
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Precambrian  territory,  and  demanded  by  Europe,  was  fur. 
The  sailing  ships  were  restricted  to  the  mouth  of  the  St.  Law¬ 
rence  river,  and  the  opening  of  trade  on  the  river  and  its  tri¬ 
butaries  necessitated  the  use  of  pinnaces.4  Tadoussac  became 
the  first  terminus,  but  was  displaced  by  Quebec  after  the 
French  became  more  familiar  with  the  river  channel  to  that 
point.  The  relatively  level  stretch  of  water  from  Quebec  to 
Montreal  was  adapted  to  the  use  of  large  boats,  and,  with  the 
improvement  of  the  route,  the  depot  shifted  from  Tadousac 
to  Quebec,  to  Three  Rivers  and  thence  to  Montreal.  In  1642 
Montreal  was  established  and  the  position  of  the  French  on 
this  stretch  of  waterway  consolidated.  Beyond  Montreal  a 
third  type  of  transport  equipment— the.  canoe— became  essen¬ 
tial.  The  French  were  able  to  borrow  directly  from  the  equip¬ 
ment  of  the  hunting  Indians  of  the  northern  Precambrian  area, 
and  to  adapt  the  transport  unit,  worked  out  by  them,  to  their 
needs.  With  this  unit  French  and  English  succeeded  in  bring¬ 
ing  practically  the  whole  of  northern  North  America  under 
tribute  to  the  demands  of  the  trade. 

The  canoe  was  adapted  to  the  shorter  Ottawa  route  to 
the  upper  country  rather  than  to  the  longer  and  more  difficult 
upper  St.  Lawrence  and  Great  Lakes  route.  The  trade  of 
Georgian  Bay,  Green  Bay  on  Lake  Michigan,  and  Lake  Su¬ 
perior  was  developed  from  this  route  to  Montreal.  Eventually 
La  Verendrye  and  his  successors  extended  it  northwest  to 
Lake  Winnipeg  and  the  Saskatchewan.  The  limitations  of  the 
birch  bark  canoe,  even  after  its  enlargement  and  adaptation 
by  the  French,  necessitated  the  establishment  of  depots  for 
provisions  at  convenient  points.  Its  labour  costs  were  heavy. 

The  upper  St.  Lawrence  and  Great  Lakes  route  was  never 
developed  as  a  satisfactory  substitute  by  the  French,  and  the 
difficulties  of  La  Salle  with  Great  Lakes  transportation  in  its 
initial  development  characterized  its  later  history.  The  prob¬ 
lems  of  organization  of  the  route  were  enhanced  by  the  com¬ 
petition  of  the  Dutch  and  English  through  the  Iroquois  and  the 
Mohawk  route  to  Oswego  prior  to  1722,  and  through  direct 
trade  after  the  establishment  of  Oswego  in  that  year.  As  a 


4  Champlain  in  1608  went  from  Tadoussac  to  Quebec  in  pinnaces. 
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result  of  this  competition,  the  St.  Lawrence  and  Great  Lakes 
route  involved  a  substantial  drain  on  the  trade.  Posts  were 
established  at  Frontenac,  Niagara  and  Detroit  as  a  means  of 
checking  English  competition  and  the  upkeep  of  these  posts 
involved  heavy  expenses  for  the  colony.  Eventually  Toronto 
was  added  in  1749  as  a  further  check  to  Indian  trade  with  the 
English.  The  shorter  route  to  Oswego  and  the  use  of  large 
boats  on  the  lake  were  factors  which  seriously  weakened  the 
position  of  canoe  transport  on  the  Ottawa. 

Only  with  the  disappearance  of  the  French  after  1760  did 
it  become  possible  to  combine  satisfactorily  the  upper  St.  Law¬ 
rence  Great  Lakes  route  for  boats  and  vessels  with  the  canoe 
loute  on  the  Ottawa.  The  lake  boat  became  an  ally  to  the 
canoe  rather  than  an  enemy.  Heavy  goods  were  carried  by 
the  lakes,  and  light  goods  were  taken  up  and  furs  brought 
dowm  by  canoes.  Cheaper  supplies  of  provisions  were  avail¬ 
able  at  Detroit  and  Niagara,  and  were  carried  at  lower  costs 
up  the  Lakes  to  Grand  Portage  and  later  to  Fort  William.  Ni¬ 
agara  portage  was  organized  and  a  canal  was  built  at  Sault 
Ste  Marie.  With  the  organization  of  Great  Lakes  transport 
it  became  possible  to  extend  the  trade  far  beyond  the  limits 
reached  by  the  French.  The  Northwest  Company  succeeded 
in  penetrating  from  Fort  William  to  Lake  Winnipeg  and  the 
Saskatchewan,  by  Cumberland  House  and  Frog  Portage  to  the 
Churchill,  by  Methye  Portage  to  Athabaska,  the  Peace  and  the 
Mackenzie,  and  by  the  passes  across  the  Rockies  to  the  upper 
Fraser  and  the  Columbia.  Supply  depots  were  organized  on 
the  Red  River,  on  the  Saskatchewan,  and  on  the  Peace. 

The  efficiency  of  the  canoe  in  serving  as  a  transport  unit 
from  Montreal  along  the  edge  of  the  Canadian  shield  almost 
to  the  Arctic  was  dependent  in  part  on  the  efficient  organiza¬ 
tion  of  water  transport  along  the  Ottawa  to  Montreal,  and  on 
the  Great  Lakes.  In  1821  this  elaborate  system  collapsed  and 
the  canoe  ceased  to  be  a  basic  factor  in  transport.  The  boat 
again  became  an  important  factor  in  contributing  to  its  fail¬ 
ure,  but  from  the  north  or  Hudson  Bay  and  not  from  the  south. 
Ocean  transport,  in  addition  to  supremacy  of  the  Hudson  Bay 
with  boats  in  inland  transport,  proved  of  overwhelming  im¬ 
portance  in  this. 
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Hudson  Bay  was  developed  as  a  trading  area  over  fifty 
years  later  than  the  St.  Lawrence  basin  and  its  growth  de¬ 
pended  largely  on  experience  acquired  in  the  St.  Lawrence. 
Radisson  and  Groseilliers  saw  the  possibility  of  tapping  the 
trade  from  the  centre  of  the  Precambrian  angle  rather  than 
from  the  outer  edges.  Accordingly  ships  were  despatched  to 
the  mouths  of  the  rivers  flowing  into  James  Bay  and  into 
Hudson  Bay,  and  after  the  formation  of  the  Hudson’s  Bay 
Company  in  1670  the  trade  of  the  drainage  basin  began  to 
flow  toward  the  north.  Ships  were  unable  to  visit  the  posts 
at  the  foot  of  James  Bay  because  of  the  shallow  character  of 
the  Bay  and  smaller  boats  were  used  to  collect  fur  and  distri¬ 
bute  goods  from  a  central  depot  on  Charlton  Island.  On  Hud¬ 
son  Bay  ships  were  able  to  visit  the  mouths  of  the  Nelson  and 
the  Churchill  rivers.  The  tributaries  of  the  Hudson  Bay 
drainage  basin  flowing  from  the  east  and  the  south  were  simi¬ 
lar  to  those  on  the  opposite  side  of  the  height  of  land  flowing 
toward  the  St.  Lawrence.  But  the  vast  interior  of  the  con¬ 
tinent  to  the  west  poured  its  waters  toward  Hudson  Bay  and 
forced  a  main  outlet  across  the  Precambrian  formation  by  the 
Nelson  river.  This  outlet  and  its  tributaries  served  as  an  en¬ 
trance  to  the  northwest  from  Hudson  Bay.  The  advantages 
of  the  route  were  continually  in  evidence  but  were  overcome 
temporarily  by  the  canoe  route  under  the  French  and  under 
the  English.  With  the  use  of  the  boat  on  this  relatively  short 
stretch  the  long  line  of  the  canoe  route  was  cut  in  the  centre, 
and  after  1821  all  goods  for  the  west  were  taken  in  by  York 
Factory  and  the  Fort  William  route  was  abandoned.  For  over 
half  a  century  the  York  boat  and  Hudson  Bay  dominated  the 
transport  of  western  Canada.5  Brigades  were  organized 
throughout  the  Hudson  Bay  drainage  basin  and  across  to  the 
Churchill,  the  Athabasca,  the  Peace  and  the  Mackenzie  rivers. 

Water  transportation  facilitated  the  exploitation  of  fuis 
throughout  the  Precambrian  area  and  beyond,  but  the  effi¬ 
ciency  of  technique  determined  the  routes  to  be  used.  The 
ocean  ship  to  Quebec,  the  large  boats  to  Monti  eal,  the  candt 
de  maitre  to  Fort  William,  and  the  canot  du  nord  to  the  in- 


5  Hudson’s  Bay  Company  Calendar. 
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terior,  assisted  in  the  later  period  by  the  vessels  on  the  lakes, 
proved  unable  to  withstand  the  competition  from  the  ocean 
ship  to  Nelson  and  the  York  boat  to  the  interior. 

The  comparative  ease  with  which  the  transport  unit  was 
bon  owed  and  adapted,  or  devised  to  meet  the  demands  of  the 
v  atei  loutes,  gave  the  waterways  a  position  of  dominant  im¬ 
portance  in  the  moulding  of  types  of  economic  and  political 
stiucture.  Rapid  exploitation  of  the  available  staple  product 
over  a  wide  area  was  inevitable.  Undoubtedly  the  character 
of  the  water  routes  was  of  fundamental  importance  in  shifting 
the  attention  of  Canada  to  the  production  of  staple  raw  ma¬ 
terials.  It  became  necessary  to  concentrate  energy  on  the 
transport  of  raw  materials  over  long  distances.  The  result 
was  that  the  Canadian  economic  structure  had  the  peculiar 
characteristics  of  areas  dependent  on  staples — especially  weak¬ 
ness  in  other  lines  of  development,  dependence  on  highly  in¬ 
dustrialized  areas  for  markets  and  for  supplies  of  manufac¬ 
tured  goods  and  the  dangers  of  fluctuations  in  the  staple 
commodity.  It  had  the  effect,  however,  of  giving  changes  of 
technique  a  position  of  strategic  importance  in  fluctuations  in 
economic  activity.  In  one  year  transport  to  the  west  shifted 
from  Montreal  to  Hudson  Bay.  The  St.  Lawrence  basin  flour¬ 
ished  with  the  opening  of  trade  to  the  west  and  languished 
when  it  was  cut  off.  The  legacy  of  the  fur  trade  has  been  an 
organized  transport  over  wide  areas  especially  adapted  for 
handling  heavy  manufactured  goods  going  to  the  interior  and 
for  bringing  out  a  light  valuable  commodity.  The  heavy  one¬ 
way  traffic  made  the  trade  discouraging  to  settlement  and  in 
turn  made  the  trade  a  heavy  drain  on  settlement.  The  main 
routes  had  been  well  organized  to  handle  trade  over  vast  areas. 

The  disappearance  of  fur  from  the  St.  Lawrence  basin 
was  accompanied  by  the  rise  of  lumber  as  a  staple  export.6 
The  economy  built  up  in  such  relation  to  fur  and  water  trans¬ 
port  was  shifted  to  the  second  product  available  on  a  large 
scale  chiefly  from  the  Precambrian  area.  Lumber  in  contrast 
to  fur  was  a  heavy  bulky  commodity  whether  in  the  form  of 


6  Vide  A.  R.  M.  Lower,  The  Lumber  Trade  to  1867,  Master’s  thesis, 
1923,  University  of  Toronto. 
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square  timber,  logs  or  deals,  planks  or  boards,  and  consequent¬ 
ly  its  transport  on  a  large  scale  was  confined  to  the  larger 
tributaries  and  the  main  St.  Lawrence  route.  The  Ottawa  and 
Upper  St.  Lawrence  and  Lake  Ontario  drained  the  most  fa¬ 
vourable  areas  for  the  growth  of  the  large  coniferous  species, 
especially  white  pine.  Rapid  exploitation  was  limited  to  the 
softwoods  which  had  a  low  specific  gravity  and  could  be  floated 
down  the  rivers  to  Quebec.  Lumber  supplied  its  own  method 
of  conveyance  and  the  evolution  of  rafts  suitable  to  running 
the  rapids  of  the  lower  Ottawa  in  1806,  and  the  rapids  of  the 
St.  Lawrence  at  a  later  date,  and  finally  the  introduction  of 
slides  solved  the  problem  of  technique.  Square  timber  was 
floated  down  the  lower  St.  Lawrence  to  be  stored  near  the 
tidal  beach  at  Quebec  in  preparation  for  loading  on  wooden 
sailing  ships  for  the  protected  markets  of  England. 

The  effects,  on  the  economic  development  of  the  St.  Law¬ 
rence  basin,  of  dependence  on  lumber  as  a  staple  product  were 
the  opposite  of  the  effects  of  dependence  on  fur.  Whereas  fur 
involved  a  heavy  incoming  cargo,  lumber  favoured  a  large  re¬ 
turn  cargo  and  consequently  provided  a  stimulus  to  immigra¬ 
tion  and  settlement.  The  coffin  ships  of  the  lumber  trade  made 
an  important  contribution  to  the  movement  of  immigrants 
which  became  prominent  after  1820.  The  trade  created  a  de¬ 
mand  for  labour  and  for  agricultural  products.  As  in  the  case 
of  fur  it  also  created  violent  fluctuations  in  the  economic  ac¬ 
tivity  of  the  colony,  and  its  position  as  a  raw  material  for  con¬ 
struction  made  the  St.  Lawrence  basin  susceptible  to  an  un¬ 
usual  extent  to  the  effects  of  the  business  cycle. 

The  increase  in  settlement  in  Upper  Canada  after  1783 
and  the  decline  of  the  fur  trade  in  1821  raised  serious  prob¬ 
lems  for  transportation  above  the  Niagara  peninsula  and  on 
Lake  Ontario.  As  early  as  1801  a  Kentucky  boat  with  350 
barrels  of  flour  was  sent  down  the  St.  Lawrence  rapids  with 
success7  and  boats  were  used  to  an  increasing  extent  to  over¬ 
come  the  drawbacks  of  the  route.  A  satisfactory  outlet  was 
obtained  for  goods  going  down  stream  but  upstream  traffic 
continued  a  serious  problem. 


7  John  Askin  Papers,  II,  p.  343. 


Transportation  in  Canadian  Economic  History  173 

The  limitations  of  the  St.  Lawrence  route  were  accentu¬ 
ated  with  the  introduction  of  steam.  The  Industrial  Revolu¬ 
tion  and  its  effects  on  transportation  were  destined  to  have  a 
far-reaching  influence  on  the  economic  history  of  Canada.  Ap¬ 
plication  of  the  new  technique  to  a  transport  system  adapted 
to  the  handling  of  raw  materials  on  the  existing  waterways 
accentuated  the  influence  of  the  waterways  on  the  later  de¬ 
velopment.  The  steamship  was  adapted  first  to  the  stretch 
of  river  between  Montreal  and  Quebec  and  continued  in  opera¬ 
tion  after  1809.  It  served  as  a  complement  to  the  lumber 
trade  and  immigrants  were  taken  upstream  from  Quebec  with¬ 
out  the  inconvenience  of  a  long  upstream  pull.  The  pressure 
from  improved  transportation  to  Montreal  became  evident  in 
the  increasing  seriousness  of  the  handicaps  of  the  St.  Law¬ 
rence  rapids  and  the  Great  Lakes.  Steamship  communication 
on  Lake  Ontario  was  limited  by  the  rapids  of  the  St.  Lawrence. 
Under  these  handicaps  the  competition  of  the  Erie  canal  at 
Buffalo  above  Niagara,  and  of  the  Oswego  route  above  the 
St.  Lawrence  rapids  became  important.  An  attempt  to  draw 
traffic  from  the  Upper  Lakes  to  the  St.  Lawrence  river  was 
made  in  the  building  of  the  Welland  canal,  with  eight  foot 
depth,  completed  in  1833.  This  improvement  made  increasing¬ 
ly  necessary  the  improvement  of  the  final  link  of  the  St.  Law¬ 
rence  rapids  to  Montreal.  Eventually  pressure  from  Upper 
Canada  following  the  handicap  of  high  costs  on  the  upstream 
traffic  of  manufactured  goods  contributed  in  part  to  the  re¬ 
bellion  of  1838,  to  the  Durham  Report,  to  the  Act  of  Union 
and  to  a  determined  effort  to  build  the  St.  Lawrence  canals. 
These  canals  were  completed  to  nine  feet  in  the  forties  and 
lake  steamers  were  able  to  go  down  regularly  to  Montreal 
after  1848. 

It  is  important  to  emphasize  at  this  point  the  relationship 
between  the  beginnings  of  the  Industrial  Revolution  as  seen 
in  the  application  of  steam  to  the  St.  Lawrence  route,  first 
from  Quebec  to  Montreal,  and  later  on  the  Upper  Lakes,  and 
the  consequent  pressure  which  led  to  the  building  of  canals. 
These  developments  involved  essential  dependence  on  the  go¬ 
vernment  as  seen  in  the  Act  of  Union  and  the  energetic  canal 
policy  of  the  first  ten  years.  The  Welland  canal  was  begun 
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as  a  private  enterprise  but  inadequate  supplies  of  cheap  capi¬ 
tal  necessitated  purchase  by  the  government.8  The  relation 
between  governmental  activity  and  water  transportation  be¬ 
came  an  important  factor  in  later  developments. 

The  completion  of  the  St.  Lawrence  route  and  the  stimu¬ 
lus  to  settlement,  industry  and  trade  which  it  occasioned  in¬ 
tensified  other  limitations  of  the  route.  Moreover  the  delay 
in  opening  the  route  was  responsible  for  rapid  depreciation 
through  obsolescence.  Attempts  to  improve  the  St.  Lawrence 
and  compete  with  the  Erie  canal,  and  to  attract  the  export 
trade  of  the  Middle  West,  were  defeated  by  the  construction 
of  American  railways.9  The  problem  of  offsetting  the  handi¬ 
caps  of  the  route  by  land  transport  began  at  an  early  date. 
In  1727  complaints  were  made  that  contrary  winds  were  a 
serious  cause  of  delay  on  the  journey  between  Montreal  and 
Quebec  and  by  1736  a  road  had  been  built  along  the  north 
shore.  Stage  roads  became  necessary  above  Montreal  and 
along  the  north  shore  of  Lake  Ontario  to  Toronto  and  west 
to  Dundas  and  Western  Ontario.  The  numerous  ports  along 
Lake  Ontario  became  termini  for  roads  to  the  back  country. 

This  form  of  land  transport,  however,  was  far  from  ade¬ 
quate  to  meet  the  demands  of  trade  and  industry.  Conse¬ 
quently  the  Grand  Trunk  was  completed  from  Sarnia  to 
Montreal  in  1858.  The  old  road  from  Toronto  to  Georgian 
Bay  was  abandoned  with  the  completion  of  the  Northern  Rail¬ 
way  from  Toronto  to  Collingwood  in  1854.  Chicago  and  Lake 
Michigan  traffic  was  captured  by  this  route  as  well  as  traffic 
developed  on  Lake  Superior  by  the  Sault  Ste.  Marie  Canal, 
completed  in  1855.  Finally  the  handicap  of  closed  seasons 
for  navigation  on  the  Lower  St.  Lawrence  disappeared  with 
the  completion  of  a  short  line  through  the  Eastern  Townships 
to  Portland  (1853),  and  of  the  Victoria  bridge  (1859).  By 
1860  the  St.  Lawrence  had  been  amply  supplemented  by  a 
network  of  railways.  After  1863  the  trials  of  the  Allan  line 


8  The  Lachine  Canal  was  also  begun  as  a  private  enterprise.  Vide 
J.  L.  MacDougall,  The  Welland  Canal  to  18U1,  Master’s  thesis,  1923, 
University  of  Toronto. 

0  D.  A.  MacGibbon,  Railway  Rates  and  the  Canadian  Railway  Com¬ 
mission  (Boston:  Houghton,  Miflin  Co.,  1917). 
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on  the  St.  Lawrence  route  in  the  fifties  were  overcome  and 
the  ocean  steamship  became  an  increasingly  powerful  factor 
in  the  development  of  the  route.10  Unfortunately  the  location 
of  the  Grand  Trunk  as  a  line  supplementary  to  the  St.  Law¬ 
rence  route  left  it  exposed  to  competition  from  that  route  and 
it  was  brought  to  the  verge  of  bankruptcy  in  1857.  The  over¬ 
whelming  importance  of  water  transport  was  shown  in  the 
route  followed  by  the  Grand  Trunk  in  tapping  traffic  areas 
built  up  on  the  St.  Lawrence.  The  completion  of  these  early 
railways  marked  the  beginning  of  the  amphibian  stage  of 
transport  history. 

The  cost  of  improving  the  St.  Lawrence  route  in  terms 
of  canals  and  railways  brought  new  problems  to  the  Govern¬ 
ment.  These  problems  with  their  solution  were  clearly  pre¬ 
sented  by  Alexander  T.  Galt  in  his  reply  to  the  Sheffield  manu¬ 
facturers  in  1859: 

Dependence  could  hardly  be  placed  upon  a  revival  of  trade  to  restore 
the  revenue  to  its  former  point:  but  this  would  afford  no  means  of  meet¬ 
ing  the  future  railway  and  municipal  payments;  and  parliament  had  to 
choose  between  a  continued  system  of  borrowing  to  meet  deficiencies  or 
an  increase  of  taxation  to  such  amount  as  might,  with  economy  of  ad¬ 
ministration  in  every  branch  of  the  public  service,  or  a  revival  of  trade, 
restore  the  equilibrium  of  income  and  expenditure.  It  is  true  that  a- 
nother  course  was  open  and  that  was,  to  exact  the  terms  upon  which  the 
railway  advances  were  made;  and  to  leave  the  holders  of  the  municipal 
bonds  to  collect  their  interest,  under  the  strict  letter  of  the  law.  By 
these  steps  Canada  would  certainly  have  relieved  herself  from  the  pres¬ 
sure  of  increased  taxation,  and  might  have  escaped  the  reproaches  of 
those  who  blame  the  increase  of  her  custom’s  duties.  But  it  would  have 
been  at  the  expense  of  the  English  capitalists  and  legislation;  and  it 
would  have  been  but  poor  consolation  for  them  to  know,  that,  through 
their  loss,  Canada  was  able  to  admit  British  goods  at  15  instead  of  20 
per  cent. 

He  elaborated  this  statement  three  years  later  in  a  report 
on  the  Reciprocity  Treaty  with  the  United  States:* 11 


10  William  Smith,  History  of  the  British  Post  Office  in  British 
North  America,  1639-1870  (Cambridge:  Cambridge  University  Press, 
1920),  Chs.  XVII-XVIII. 

11  Report  of  the  Minister  of  Finance  on  the  Reciprocity  Treaty  with 
the  United  States,  Sessional  Papers  of  the  Legislative  Assembly  of  the 
Province  of  Canada,  1862,  Sessional  Paper  No.  23. 
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The  undersigned  commences  with  two  propositions  which  will  not  be 
denied :  first,  that  the  consumer,  under  all  circumstances,  pays  the  entire 
cost  of  the  article  he  uses;  and  secondly,  that  his  ability  to  buy  depends 
upon  the  net  results  to  him  of  his  labor  after  its  product  has  gone  into 
consumption  in  any  form.  Assuming  these  points  as  necessarily  con¬ 
ceded,  it  is  evident  that  in  a  new  unsettled  country,  such  as  Canada  was, 
and  to  a  certain  extent,  still  is,  without  roads,  without  canals,  without 
railroads,  with  an  uncertain,  long  and  perilous  communication  with  Great 
Britain,  the  cost  of  British  goods  at  the  early  settlement  of  the  country 
was  enhanced  [sic]  by  the  doubtful  credit  of  its  merchants,  high  ocean 
freight,  high  insurance,  heavy  charges  for  lighterage,  and  finally  after 
the  goods  reached  Canada,  by  the  enormous  charges  consequent  on  a 
trade  conducted  in  the  most  primitive  way,  by  the  most  primitive  con¬ 
veyances,  and  subject  to  the  profits  demanded  by  the  numerous  parties 
through  whose  hands  it  passed  before  it  reached  the  ultimate  consumer. 
Equally  were  the  still  more  bulky  articles  produced  and  forwarded  in 
payment  for  goods,  subject  to  similar  deduction.  Consequently  not  very 
many  years  ago,  the  settler  in  Upper  Canada,  and  in  many  parts  of 
Lower  Canada,  paid  the  maximum  for  his  goods  and  obtained  the  mini¬ 
mum  for  his  produce. 

It  has  been  remarked  that  legitimate  protection,  which  home  manu¬ 
facturers  may  enjoy,  is  that  afforded  by  the  cost  of  bringing  foreign 
goods  into  competition.  It  must  therefore  be  admitted  that  under  the 
circumstances  in  which  Canada  was  then  placed,  this  legitimate  pro¬ 
tection  was  necessarily  very  large,  and  that  British  goods  were  at  a 
very  great  disadvantage.  In  very  many  cases  it  may,  with  perfect  truth, 
be  stated  that  the  cost  of  the  goods  imported  was  enhanced  to  the  con¬ 
sumer  one  hundred  per  cent.,  and  equally  that  he  only  obtained  one  half 
the  ultimate  price,  or  much  less,  of  his  produce  in  England.  At  the 
time  to  which  reference  is  made, the  duty  on  British  goods,  generally, 
was  two  and  half  per  cent.,  but  the  price  to  the  consumer  was  raised 
enormously  by  the  causes  referred  to,  and  his  means  of  purchase  in  an 
equally  important  degree  diminished.  Now,  under  these  circumstances, 
it  cannot  admit  of  a  doubt,  that  if  by  an  increase  of  five  per  cent,  on 
the  duty,  a  reduction  of  ten  per  cent,  on  the  other  charges  were  produced, 
the  benefit  would  accrue  equally  to  the  British  manufacturer  and  to  the 
consumer,  and  the  indirect  but  legitimate  protection  to  the  home  manu¬ 
facturer  would  be  diminished;  the  consumer  would  pay  five  per  cent, 
more  to  the  Government  but  ten  per  cent,  less  to  the  merchant  and  for¬ 
warder.  In  this  illustration  lies  the  whole  explanation  of  the  Canadian 
Customs.  The  Government  has  increased  the  duties  for  the  purpose  of 
enabling  them  to  meet  the  interest  on  the  public  works  necessary  to  re¬ 
duce  all  the  various  charges  upon  the  imports  and  exports  of  the  country. 
Light  houses  have  been  built,  the  St.  Lawrence  has  been  deepened,  and 
the  canals  constructed,  to  reduce  the  cost  of  inland  navigation  to  a  mini¬ 
mum.  Railways  have  been  assisted  to  give  speed,  safety  and  permanency 
to  trade  interrupted  by  the  severity  of  winter.  All  these  improvements 
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have  been  undertaken  with  the  two  fold  object  of  diminishing  the  cost 
to  the  consumer  of  what  he  imports,  and  of  increasing  the  net  result 
of  the  labour  of  the  country  when  finally  realized  in  Great  Britain.  .  . 

(Signed)  A.  T.  GALT, 

Finance  department,  Minister  of  Finance. 

Quebec,  17th  March,  1862. 

Fiscal  policy  was  therefore  directly  linked  to  problems  of 
transportation,  and  it  is  scarcely  necessary  to  add  that  the 
link  has  been  a  permanent  one. 

Fiscal  policy  became  involved  not  only  in  the  improve¬ 
ment  of  transportation  by  providing  funds  according  to  Galt’s 
explanation  but  also  in  developing  manufactures,  trade  and 
traffic.  The  development  of  industry  contributed  in  turn  to 
the  growth  of  centres  of  large  population  and  to  an  increase 
in  traffic,  a  decrease  in  deficits  and  a  lighter  burden  for  the 
government.  The  demands  of  transportation  improvements 
were  reflected  directly  and  indirectly  in  fiscal  policy.  The 
fixed  charges  involved,  especially  in  canals  and  the  improve¬ 
ment  of  water  trasportation  and  in  railways  led  to  a  demand 
for  new  markets  in  the  east  and  in  the  west.  Expansion  east¬ 
ward  and  westward  involved  Confederation.  The  debates  of 
the  period  suggest  that  the  Intercolonial  was  not  commercially 
feasible  and  that  it  was  undertaken  as  a  political  measure,  but 
it  is  difficult  to  conceive  of  its  construction  without  reference 
to  the  demands  for  new  markets.  In  any  case  the  results 
were  evident.  An  excellent  line  was  built  at  heavy  initial 
cost,  as  is  the  custom  with  government  undertakings,  heavy 
interest  charges  followed,  the  line  was  operated  at  a  loss,  and 
goods  were  carried  at  unremunerative  rates  from  the  larger 
industrial  centre  to  the  Maritimes.  The  industrial  area  of 
central  Canada  strengthened  its  position  with  cheap  water 
transport  and  access  to  the  coal  of  the  United  States  and  new 
markets  were  found  in  the  Maritimes. 

Sir  Edward  Watkin  of  the  Grand  Trunk  regarded  ex¬ 
pansion  to  the  west  as  the  solution  of  its  difficulties.12  The  in¬ 
terest  of  Sir  Hugh  Allan  in  the  early  plans  for  expansion 
westward,  which  occasioned  the  Pacific  Scandal,  is  significant 


12  Sir  E.  W.  Watkin,  Canada  and  the  States  (London:  Ward,  Lock 
&  Co.,  1887). 
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of  the  continued  importance  attached  to  the  development  of 
traffic  to  the  west  in  relation  to  the  St.  Lawrence  route.  The 
opening  of  the  Intercolonial  in  1876  gave  the  Allan  line  a  Ca¬ 
nadian  winter  port  at  Halifax,  and  the  deepening  of  the  St. 
Lawrence  ship  channel  from  seventeen  and  a  half  feet  in  1860 
to  twenty-two  feet  in  1878  and  to  twenty-seven  and  a  half  feet 
in  1887  completed  an  efficient  ocean  steamship  connection  to 
Montreal  in  summer  and  to  Halifax  in  winter.  The  immediate 
effects  were  evident  in  such  divergent  results  as  the  rapid 
growth  of  the  live  stock  industry  in  central  Canada,  the  rapid 
decline  of  the  wooden  sailing  vessel,  the  displacement  of  Que¬ 
bec  by  Montreal  and  the  substitution  of  square  timber  by  sawn 
lumber. 

But  of  more  striking  importance  was  the  demand  for 
more  lapid  expansion  westward  to  open  markets  for  improved 
transport.  From  the  standpoint  of  fiscal  policy  the  outlay  of 
capital  in  these  improvements  of  transportation  in  canals  and 
railroads  contributed  to  the  difficulties  of  the  Mackenzie  ad¬ 
ministration  and  its  free  trade  policy  in  the  depression  of  the 
seventies.  The  slow  development  of  transportation  to  the 
west  which  followed  from  this  policy  was  finally  speeded  up 
with  the  National  Policy,  which  provided  a  guarantee  of  earn¬ 
ings  on  traffic  carried  within  Canadian  territory  in  case  of 
success  in  keeping  out  goods  and  protecting  the  manufacturer, 
and  a  guarantee  of  revenue  in  case  of  failure  to  keep  out  goods 
with  which  to  pay  the  deficit  due  to  loss  of  traffic.  The  double 
barrelled  effectiveness  of  the  policy  was  enhanced  by  recovery 
from  the  depression  and  the  energetic  construction  of  the  Ca¬ 
nadian  Pacific  Railway.  Subsidies  in  money  and  in  land  and 
further  protection  of  east  west  traffic  by  the  monopoly  clause 
hastened  the  early  completion  of  the  line  in  1885.  It  is  only 
necessary  to  refer  briefly  to  such  additional  developments  as 
the  establishment  of  the  Pacific  Ocean  Services  and  the  im¬ 
provement  of  the  line  by  the  short  line  to  St.  John  in  1890  and 
the  construction  of  the  Crow’s  Nest  Pass  railway  after  1897. 

The  depression  of  the  nineties  was  in  part  responsible  for 
the  delay  in  expected  results,  but  the  final  expansion  after 
1900  was  undoubtedly  dependent  on  the  deepening  of  the  Sault 
Ste.  Marie  Canal  to  nineteen  feet  in  1895,  of  the  Welland  Canal 
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to  fourteen  feet  in  1887,  of  the  St.  Lawrence  canals  to  the 
same  depth  by  1901  and  the  St.  Lawrence  ship  channel  to 
thirty  feet  by  1906.  The  efficient  transport  system  built  up 
around  the  St.  Lawrence  basin  for  the  handling  of  wheat 
hastened  the  industrial  development  of  eastern  Canada,  in¬ 
cluding  the  iron  and  steel  industry  of  the  Maritimes,  contri¬ 
buted  to  the  development  of  minerals,  lumber  and  fish  in  Bri¬ 
tish  Columbia.  Eastern  Canada  lost  her  position  as  an  ex¬ 
porter  of  dairy  products  to  England  and  became  a  producer 
largely  for  rapidly  increasing  urban  population  in  the  home 
market.  Improved  transportation  followed  by  the  opening  of 
the  west  was  responsible  for  the  period  of  marked  prosperity 
from  1900  to  1914. 

An  important  result  of  the  dependence  of  staple  products 
on  transportation  has  been  the  suddenness  of  the  changes 
which  followed.  The  St.  Lawrence  canals  were  not  available 
until  the  last  lock  had  been  built  and  then  the  whole  route  was 
opened.  Again  the  rapidity  of  construction  of  the  railway 
from  Skagway  to  Whitehorse  revolutionized  the  placer  mining 
of  the  Yukon.  These  sudden  and  unpredictable  results  were 
particularly  important  in  the  rapid  accumulation  of  revenue 
from  the  tariff  after  1900  and  in  the  unexpected  profitableness 
of  Canadian  Pacific  Railway  operations.  These  developments 
contributed  in  turn  to  the  construction  of  two  other  transcon¬ 
tinental  lines,  the  Canadian  Northern  Railway  by  guaranteed 
government  bonds,  and  the  Grand  Trunk  Pacific  by  the  con¬ 
struction  of  the  National  Transcontinental  Railway.  The  re¬ 
sults  included  bankruptcy,  the  Drayton-Acworth  report  of 
1917,  and  the  Canadian  National  Railways  and  its  problems.1' 

The  railway  network  has  spread  beyond  the  St.  Lawrence 
basin  but  no  one  can  deny  the  pull  of  the  Great  Lakes  in  re¬ 
cognizing  the  failure  of  wheat  to  move  over  the  National  Trans¬ 
continental  Railway  to  Quebec.  Canada  has  become  to  an  in¬ 
creasing  extent  amphibian  but  is  still  powerfully  affected  by 
the  St.  Lawrence  basin.  Nevertheless  there  are  signs  that 
the  immense  physical  plan  involved  in  transcontinental  rail¬ 
ways  is  beginning  to  have  effects  similar  to  those  of  the  North- 

13  H.  A.  Innis,  “Government  Ownership  in  Canada,”  Schriften  fur 
Sozialpolitik,  1931. 
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west  Company  at  the  peak  of  its  activities.  The  decline  in 
importance  of  virgin  natural  resources  has  tended,  with  the 
railways  as  with  the  Northwest  Company,  to  favour  indepen¬ 
dent  lines  of  growth.  The  Hudson  Bay  Railway,  the  opening 
of  the  Panama  Canal,  and  the  growth  of  trade  through  Van¬ 
couver  to  the  Orient  parallel  the  independent  development  on 
the  Pacific  coast  and  the  supremacy  of  the  Hudson  Bay  route 
in  the  fur  trade.  Even  with  the  support  of  the  industrial 
revolution  there  are  signs  in  the  growth  of  regionalism  that 
the  second  unity  of  Canada  is  beginning  to  drift  in  the  direc¬ 
tion  of  the  first  and  that  the  control  of  the  St.  Lawrence  water¬ 
way  is  slightly  but  definitely  on  the  ebb.  The  increasing 
strength  of  the  provinces  in  contrast  to  the  Dominion  parallels 
the  increasing  importance  of  railroads  and  the  staples  depen¬ 
dent  on  railroads — minerals,  pulp  and  paper.  The  seasonal 
fluctuations  which  characterize  dependence  on  water  trans 
port  tend  to  become  less  important  with  the  continuous  opera¬ 
tion  of  industries  linked  to  the  railroads.  The  revolution  which 
has  followed  the  use  of  the  gasoline  engine  as  seen  in  the 
automobile,  the  tractor,  the  aeroplane,  and  the  motor  boat, 
and  the  opening  of  the  north,  appears  to  point  in  the  same 
direction.  We  have  been  able  to  change  the  winter  to  the  open 
season,  and  with  electricity  the  sources  of  early  difficulties  to 
transportation  have  been  converted  into  sources  of  power. 
All  these  tendencies  point  to  an  emergence  from  the  amphibian 
to  the  land  stage. 

It  is  difficult  to  summarize  the  importance  of  transporta¬ 
tion  as  a  factor  in  Canadian  economic  history.  We  can  sug¬ 
gest  however  the  overwhelming  significance  of  the  waterways 
and  especially  of  the  St.  Lawrence.  Cheap  water  transporta¬ 
tion  favoured  the  rapid  exploitation  of  staples  and  dependence 
on  more  highly  industrialized  countries  for  finished  products. 
It  favoured  the  position  of  Canada  as  an  exporter  of  staples 
to  more  highly  industrialized  areas  in  terms  of  fur,  lumber 
and  finally  wheat,  pulp  and  paper  and  minerals.  The  St.  Law¬ 
rence  was  important  in  the  establishment  of  British  power  in 
Canada  by  its  possibilities  from  a  naval  and  military  point  of 
view,  but  even  more  from  the  standpoint  of  providing  a  basis 
for  the  economic  growth  of  the  empire  in  the  export  of  staple 
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raw  materials  and  the  import  of  manufactured  goods.  We 
cannot  in  this  paper  describe  the  economic  effects  of  depen¬ 
dence  on  these  staple  products  other  than  to  indicate  the  drain 
which  they  made  in  transportation  costs  on  the  energy  of  the 
community.  We  can  suggest  that  each  in  its  turn  had  its 
peculiar  type  of  development  and  that  each  left  its  stamp  on 
Canadian  economic  history.  We  can  suggest  that  changes  in 
technique,  improvements  in  the  waterways  and  in  types  of 
boats  were  responsible  for  rather  violent  fluctuations  in  eco¬ 
nomic  development  through  the  dependence  on  staple  raw  ma¬ 
terials.  It  is  scarcely  necessary  to  describe  the  effects  of 
dependence  on  water  transportation  on  problems  of  finance 
involved  in  heavy  expenditures  and  which  led  ultimately  to 
subsidies  and  government  ownership.  Water  transportation 
and  dependence  on  staples  have  been  responsible  for  a  variety 
of  heavy  overhead  costs.  Dependence  on  staple  products  and 
the  difficulties  of  the  waterway  probably  delayed  improve¬ 
ment  of  transportation  on  the  one  hand  and  hastened  it  on  the 
other  by  permitting  the  borrowing  of  mature  technique  from 
the  United  States.  Railroads  built  at  a  later  stage  of  develop¬ 
ment  were  built  more  rapidly  and  the  Canadian  Pacific  Rail¬ 
way  was  able  to  draw  heavily  on  American  experience  in  its 
early  stage  of  development.  Moreover  depreciation  through 
obsolescence  in  American  transportation  hastened  Canadian 
development,  and  steamboats  and  captains  displaced  on  the 
Mississippi  by  railroads  moved  up  to  the  Red  River,  and  the 
Saskatchewan,  and  the  Fraser,  as  they  did  in  turn  in  Canada 
from  the  Saskatchewan  and  the  Fraser  to  the  Mackenzie  and 
the  Yukon.  The  arrival  of  the  first  steamboat  down  the  Red 
River  to  Winnipeg  is  surely  the  most  dramatic  event  in  Cana¬ 
dian  economic  history. 

We  have  traced  the  evolution  of  transport  in  the  fur  trade 
which  reached  its  height  in  the  expansion  from  the  St.  Law¬ 
rence  following  the  development  of  vessels  on  the  Great  Lakes 
in  combination  with  canoes  on  the  rivers.  This  transport  sys¬ 
tem  disappeared  with  competition  from  the  York  boat  from 
Hudson  Bay.  The  disappearance  of  the  fur  trade  from  the 
St.  Lawrence  was  followed  by  the  rise  of  the  lumber  trade. 
Lumber  tended  to  emphasize  the  efficiency  of  down  stream 
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traffic  on  the  large  rivers,  whereas  fur  tended  to  emphasize 
the  efficiency  of  upstream  traffic  on  smaller  rivers.  The  growth 
of  settlement  which  accompanied  the  development  of  the  lum¬ 
ber  trade  led  to  a  demand  for  efficient  upstream  transport. 
This  demand  became  more  effective  with  the  introduction  of 
steamboats  on  the  St.  Lawrence  from  Quebec  to  Montreal,  and 
on  Lake  Ontario  and  the  Upper  Lakes,  especially  after  the 
completion  of  the  Welland  Canal.  Pressure  from  Upper  Ca¬ 
nada  for  improved  upstream  traffic  led  to  the  completion  of 
the  St.  Lawrence  canals  by  1850. 

The  St.  Lawrence  route,  as  improved  by  canals,  was  fur¬ 
ther  strengthened  by  the  completion  of  the  Grand  Trunk  Rail¬ 
way  and  its  connections  with  the  seaboard  in  the  following 
decade.  These  developments,  were  in  turn  responsible  for  the 
completion  of  the  Intercolonial  to  Halifax  in  1876,  and  the 
deepening  of  the  St.  Lawrence  to  Montreal  to  22  feet  in  1878, 
and  for  the  construction  of  the  Canadian  Pacific  Railway  com¬ 
pleted  in  1885.  Finally  the  deepening  of  the  Sault  Ste.  Marie, 
the  Welland,  the  St.  Lawrence  canals,  and  the  St.  Lawrence 
ship  channel  paved  the  way  for  the  opening  of  the  west,  the 
export  of  wheat,  and  the  addition  of  two  transcontinental 
railways. 

Finally  we  have  suggested  the  relationship  between  the 
importance  of  the  St.  Lawrence  waterway  and  Canadian  fiscal 
policy.  The  Act  of  Union  was  a  prerequisite  to  the  financial 
support  adequate  to  completion  of  the  St.  Lawrence  canals, 
and  in  turn  Confederation  was  essential  to  the  financial  sup¬ 
port  necessary  to  round  out  the  policy  inaugurated  in  canals 
and  supplementary  railways,  by  further  improvements  and 
extensions  to  the  east  with  the  Intercolonial  railway  and  to 
the  west  with  the  Canadian  Pacific  Railway.  The  policy  neces¬ 
sary  to  provide  financial  support  was  outlined  by  Galt  and 
whether  or  not  his  explanation  was  one  of  rationalization 
after  the  fact,  or  of  original  theoretical  analysis,  reliance  on 
the  customs  was  undoubtedly  the  only  solution.  In  the  main 
this  policy  provided  the  basis  for  the  elaboration  under  the 
National  Policy  of  1878.  According  to  Galt’s  argument  the 
payment  of  duties  actually  reduced  protection  in  so  far  as  they 
were  employed  in  reducing  the  costs  of  transportation  on  im- 
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ports  and  exports.  But  the  growing  importance  of  railways, 
after  the  construction  of  the  Intercolonial  Railway,  favoured 
the  addition  of  the  protection  argument  as  a  means  of  increas¬ 
ing  traffic,  especially  in  manufactured  products.  The  Nation¬ 
al  Policy  was  designed  not  only  to  increase  revenue  from 
customs  from  the  standpoint  of  the  waterways  but  also  to  in¬ 
crease  revenue  from  traffic  from  the  standpoint  of  railways. 
The  increasing  importance  of  railways  has  tended  to  empha¬ 
size  the  position  of  protection  rather  than  revenue. 

We  can  trace  in  direct  descent  from  the  introduction  of 
steam  on  the  St.  Lawrence  waterways,  the  Act  of  Union,  the 
completion  of  the  St.  Lawrence  Canals,  the  Grand  Trunk, 
Galt’s  statement,  Confederation,  the  Intercolonial,  the  Nation¬ 
al  Policy,  the  Canadian  Pacific  Railway,  improved  St.  Law¬ 
rence  canals,  the  new  transcontinentals  and  the  drift  toward 
protection.  The  overwhelming  importance  of  the  St.  Law¬ 
rence  waterways14  has  emphasized  the  production  and  export 
of  raw  materials,  and  in  the  case  of  wheat,  the  extraordinary 
effects  of  a  protective  tariff  during  a  period  of  expansion  con¬ 
tributed  to  the  construction  to  two  new  transcontinentals,  and 
to  the  emergence  of  the  Canadian  National  Railways.  The 
problem  of  the  railways  is  essentially  one  of  traffic  to  enable 
them  to  increase  earnings  without  excessive  cost  to  the  pro¬ 
ducers  of  exports.  The  problem  of  protection  is  therefore 
that  of  increasing  the  traffic  of  manufactured  goods  and  there- 


14  The  proposed  improvement  of  the  St.  Lawrence  waterways  has 
not  been  given  adequate  consideration  from  the  standpoint  of  the  po¬ 
sition  of  the  St.  Lawrence  in  the  economic  development  of  Canada.  The 
valuable  work  done  by  antagonists  and  proponents  of  the  scheme  in  terms 
of  neatly  calculated  estimates  has  in  the  main  tended  to  leave  out  of 
account  the  historical  background  and  various  incalculable  items.  This 
paper  cannot  undertake  a  detailed  analysis  but  it  does  suggest  that  the 
tremendous  investments  of  capital  built  up  around  the  St.  Lawrence 
system  in  terms  of  ships,  canals,  terminal  facilities,  harbours  and  rail¬ 
roads,  from  the  standpoint  of  the  export  of  wheat  from  the  west  will 
suffer  materially  from  drains  in  other  directions.  Improvement  of  the 
St.  Lawrence  will  contribute  toward  reducing  the  overhead  costs  of  these 
tremendous  investments.  The  strains  on  the  political  and  economic  struc¬ 
ture  built  up  largely  in  relation  to  the  St.  Lawrence  would  be  lessened 
accordingly. 
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by  increasing  earnings,  with  the  result  that  railroad  costs  may 
be  decreased  to  the  producers  of  raw  materials  to  an  amount 
equal  to  or  more  than  the  rise  in  the  price  of  manufactured 
goods  as  a  result  of  protection.  Dependence  on  the  applica¬ 
tion  of  mature  technique,  especially  in  transport,  to  virgin 
natural  resources  must  steadily  recede  in  importance  as  a 
basis  for  the  tariff.  It  will  become  increasingly  difficult  to 
wield  the  tariff  as  a  crude  but  effective  weapon  by  which  we 
have  been  able  to  obtain  a  share  of  our  natural  resources. 


IS  A  REVISION  OF  TAXATION  POWERS  NECESSARY? 

H.  R.  KEMP 

The  existing  division  of  taxing  powers  between  the  par¬ 
liament  of  the  Dominion  and  the  legislatures  of  the  various 
provinces,  as  established  by  the  British  North  America  Act 
and  interpreted  by  a  long  line  of  legal  decisions,  is  familiar 
to  students  and  need  not  be  described  with  all  the  constitution¬ 
al  detail.1  Section  91  of  the  B.N.A.  Act  gives  to  the  parliament 
of  Canada  authority  extending  to  the  raising  of  money  “by 
any  mode  or  system  of  taxation.”  Section  92  gives  to  the  pro¬ 
vincial  legislatures  the  right  to  impose  “direct  taxation  within 
the  province  in  order  to  the  raising  of  a  revenue  for  provincial 
purposes,”  together  with  the  right  to  raise  revenue  by  “shop, 
saloon,  tavern,  auctioneer,  and  other  licenses.”  The  taxing 
powers  of  the  Dominion  parliament,  for  Dominion  purposes, 
are  thus  unlimited,  while  those  of  the  provincial  legislatures 
are  limited  to: 

(a)  direct  taxation 

(b)  within  the  province 

(c)  in  order  to  the  raising  of  a  revenue  for  provin¬ 

cial  purposes  together  with 

(d)  taxation  by  way  of  licenses. 

Municipal  taxing  powers,  being  derived  from  the  provin¬ 
ces,  are  limited  to  those  powers  which  the  provincial  legisla¬ 
tures  themselves  possess  and  have  chosen  to  bestow  upon  the 
municipalities. 

Under  the  existing  constitutional  provisions,  the  chief 
sources  of  ordinary  provincial  revenue  during  the  provincial 
fiscal  year  1928  are  shown  in  Table  I. 


1  For  an  extended  treatment  of  this  subject,  see  W.  P.  M.  Kennedy 
and  D.  C.  Wells,  The  Law  of  the  Taxing  Power  in  Canada,  University  of 
Toronto  Legal  Study  Series,  (Toronto:  University  of  Toronto  Press, 
1931). 
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TABLE  I 

Chief  Sources  of  Ordinary  Receipts  of  All  Provinces,  1928.* 


Source 

in  thousands 
of  dollars 

as  a  percentage 
of  the  total 

Total  ordinary  receipts  . 

. 168,110 

100. 

1.  Dominion  Subsidies  and  grants 

.  17,341 

10.3 

2.  Natural  resources: 

.  18,274 

10.9 

Forests,  timber  and  woods  . 

.13,324 

7.9 

Mines  and  mining  . 

..  3,079 

1.8 

Fish  and  game  . 

..  1,871 

1.1 

3.  Liquor  traffic  control  . 

22,755 

13.6 

4.  Public  utilities  . 

13,992 

8.3 

5.  Taxation:  . 

69,034 

41.1 

Corporations  land,  &c  . 

..25,235 

15.0 

including  numerous  minor  taxes 

Motor  vehicles  . 

.18,981 

11.3 

Gasoline  tax  . 

..  9,152 

5.4 

Succession  duties  . 

.11,355 

6.8 

Amusement  tax  . 

..  2,339 

1.4 

Race  track  meetings  . 

..  1,972 

1.2 

6.  Legal  fees  and  court  fines  . 

7,564 

4.5 

7.  Interest  . 

4,956 

2.9 

8.  Education  . . . 

1,642 

1.0 

9.  Miscellaneous  f  . 

. . — 

*  Dominion  Bureau  of  Statistics,  Financial  Statistics  of  Provincial 
Governments,  1928. 

f  Including  agriculture,  lands,  business  and  trade  licenses  and  per¬ 
mits,  charities,  hospitals,  corrections,  refunds,  etc. 


For  comparison  with  the  table  of  provincial  expenditures, 
the  receipts  of  the  Dominion  during  the  fiscal  year  1929  are 
shown  in  Table  II. 

Any  revision  of  taxing  powers  might  have  for  its  object 
either  the  clarification  of  the  existing  division  of  the  field,  or 
the  transfer  of  powers  from  one  branch  of  government  to  an¬ 
other,  or  both  objects  might  be  sought  at  once.  There  is 
something  to  be  said  for  revision  in  the  sense  of  redefinition. 
The  phrase  “direct  taxation  within  the  province”  has  been  the 
cause  of  much  litigation,  and  many  proposed  provincial  taxes 
have  been  challenged  in  the  courts  because  of  the  indefiniteness 
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TABLE  II 

Receipts  of  the  Dominion  of  Canada  for  the  Fiscal  Year  Ending 

March  31,  1929* 


Source 

in  thousands 

as  a  percentage 

of  dollars 

of  the  total 

Total  Receipts  . 

. 460,151 

100. 

Receipts  from  taxation  ... 
1.  Customs  . 

. 187,206 

. 395,921 

40.7 

86.1 

2.  Excise  . 

.  63,685 

13.8 

3.  Excise  war  taxes:  . 

.  83,007 

18.0 

Sales  tax  . 

.  63,647 

13.8 

Ale,  beer,  &c  . 

.  7,953 

1.7 

Stamps  on  checks,  &c  .... 

.  3,868 

0.8 

Transportation  . 

.  2,648 

0.6 

Matches,  motor  cars, 

cards, 

cigars,  wines,  etc . 

.  5,899 

1.3 

Less  refunds  . 

.  1,007 

0.2 

4.  Other  war  taxes:  . 

.  62,022 

13.5 

Income  tax  . 

._ .  59,422 

12.9 

Banks,  insurance,  &c  .... 

.  2,600 

0.6 

Non-tax  revenue  &  miscellaneousf 

64,230 

14.0 

*  Canada  Year  Book,  1930.  (The  headings  are  rearranged  slightly), 
f  Includes  gross  postal  revenue,  interest,  Dominion  lands,  grain  in¬ 
spection  fees,  etc. 


of  this  description.  It  is  not  known  to-day  whether  or  not  the 
gasoline  tax  now  found  in  all  provinces  would  be  upheld  as 
constitutional  if  the  question  were  raised  before  the  Privy 
Council.  In  this  paper,  however,  we  shall  deal  chiefly  with  re¬ 
vision  in  the  second  sense,  namely,  the  transfer  of  taxing  pow¬ 
ers  from  one  branch  of  government  to  another.  This  means 
in  practice  the  transfer  of  taxing  powers  from  the  Dominion 
parliament  to  the  legislatures  of  the  various  provinces.  The 
taxing  powers  of  the  Dominion  parliament,  for  Dominion  pur¬ 
poses,  are  unlimited  at  present :  hence  it  is  impossible  to  give 
the  Dominion  parliament  any  taxing  powers  that  it  does  not 
already  possess.  The  powers  of  the  municipalities  are  derived 
from  the  provinces,  and  if  the  municipalities  needed  addition¬ 
al  sources  of  revenue,  they  could  obtain  them  by  provincial 
legislation.  The  only  transfer  of  powers  in  question  is  there¬ 
fore  one  from  the  Dominion  to  the  provinces. 
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In  the  original  division  of  revenue  sources  between  the 
Dominion  and  the  provinces,  the  Fathers  of  Confederation 
compensated  the  provinces  for  the  loss  of  customs  and  excise 
duties  by  granting  them  federal  subsidies  which  were  intended 
to  remain  fixed  in  the  case  of  Ontario  and  Quebec,  while  they 
were  to  increase  only  to  a  certain  limit  in  the  case  of  Nova 
Scotia  and  New  Brunswick.  The  original  subsidies  consisted 
of  two  parts :  a  fixed  allowance  for  the  cost  of  local  legislatures 
and  an  additional  sum  of  80  cents  per  head  to  be  based  upon 
the  1861  population  in  Ontario  and  Quebec  and  to  increase 
with  increasing  population  in  Nova  Scotia  and  New  Brun¬ 
swick,  but  only  until  the  population  of  each  province  reached 
400, 000. 2  Should  the  provinces  increase  their  expenditures, 
they  were  expected  to  find  the  means  by  direct  taxation:  and 
the  unpopularity  of  this  practice  was  relied  upon  to  act  as  a 
check  upon  extravagance. 

Even  in  the  debates  on  Confederation,  however,  there 
were  some  who  regarded  the  subsidy  principle  as  harmful  and 
foresaw  that  the  provinces  would  eventually  ask  for  more. 
Mr.  Dunkin,  opposing  the  subsidy  principle,  remarked : 

I  am  afraid  the  provincial  constituencies,  legislatures,  and  execu¬ 
tives  will  all  show  a  most  calf-like  appetite  for  the  milking  of  this  one 
most  magnificent  government  cow  .  .  .  With  one  accord  the  provincial 
governments  will,  in  a  quiet  way,  want  money,  and  the  provincial  legis¬ 
latures  and  people  will  want  it  more;  grants  for  roads,  for  bridges,  for 
schools,  for  charities,  for  contingencies  of  the  legislature — for  all  man¬ 
ner  and  ends  they  will  be  wanting  money,  and  where  is  it  to  come  from? 
Whether  the  constitution  of  the  provincial  executive  savors  of  respon¬ 
sible  government  or  not,  to  be  sure  it  will  not  be  anxious  to  place  itself 
more  under  the  control  of  the  legislature,  or  to  make  itself  more  odious 
than  it  can  help,  and  the  easiest  way  for  it  to  get  money  will  be  from 
the  general  government.3 

These  observations  were  prophetic.  Since  Confederation 
the  provincial  requests  for  more  favourable  financial  terms 
have  been  numerous  and  frequent,  and  scarcely  a  year  has 
passed  without  some  agitation  to  this  end  in  one  province  or 


2  British  North  America  Act,  1867,  Sec.  118. 

3  Debates  of  the  Parliament  of  the  Province  of  Canada  on  Confed¬ 
eration  (Quebec:  Hunter-Rose,  1865),  p.  519ff. 


Taxation  Powers  Revision  Necessary?  189 

or  another.4 5  Seven  Dominion-Provincial  conferences  have  met 
since  1900,  with  or  without  other  subjects,  to  discuss  financial 
arrangements/1  Readjustments  of  one  kind  or  another  have 
been  constantly  taking  place,  and  the  stability  sought  by  the 
Fathers  of  Confederation,  in  financial  arrangements,  has  not 
yet  appeared. 

At  the  conference  which  took  place  in  November  1927 
only  three  provincial  delegations  refrained  from  making  finan¬ 
cial  demands  on  behalf  of  their  own  provinces,  though  even 
these  showed  an  open  mind  on  the  question  of  subsidy  revision 
in  general.6  Premier  Ferguson  of  Ontario,  while  urging  no 
special  claim  for  his  own  province,  advocated  a  kind  of  Duncan 
Report  to  cover  the  whole  Dominion.  Premier  Taschereau  of 
Quebec  expressed  surprise  that  after  sixty  years  of  partner¬ 
ship  there  was  still  so  much  friction  between  the  provinces 
and  the  Dominion  with  regard  to  their  respective  domains 
and  indicated  his  belief  in  the  great  importance  of  the  func¬ 
tions  exercised  by  the  provinces.  He  advised  a  clearer 
delimitation  of  the  powers  of  taxation,  although  he  did  not 
claim  that  the  Dominion  had  no  right  to  levy  direct  taxation. 
While  asking  for  no  concessions  for  Quebec,  he  acquiesced  in 
the  return  of  natural  resources  to  the  western  provinces  and 
had  no  objection  to  the  granting  of  special  concessions  to  the 
maritime  provinces.  The  third  province  with  no  requests  to 
make  was  Saskatchewan:  but  its  delegates  expressed  willing¬ 
ness  that  a  commission  should  report  on  revision  of  the  basis 
of  Dominion  subsidies  to  the  provinces. 

All  the  other  provinces  had  various  requests  to  make. 
The  maritime  representatives  (speaking,  of  course,  before 
any  of  the  recommendations  of  the  Duncan  Report  had  been 
carried  out) ,  were  unanimous  in  desiring  increased  financial 
assistance  from  the  federal  government.  Hon.  G.  S.  Harring- 


4  The  story  in  detail  will  be  found  in  W.  A.  Boos,  The  Financial 
Arrangements  Between  the  Provinces  and  the  Dominion,  McGill  Eco¬ 
nomic  Studies — No.  12,  (Toronto:  MacMillan’s,  1930). 

5  In  1902,  1906,  1910,  1913,  1918,  1926,  and  1927. 

0  Dominion- Provincial  Conference,  1927,  Precis  of  Discussions 
(Ottawa:  King’s  Printer,  1928). 
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ton  of  Nova  Scotia  quoted  findings  of  the  Duncan  Commission 
that  government  departments  in  the  maritime  provinces  were 
run  at  a  surprisingly  low  cost,  that  these  provinces  were  not 
incurring  unreasonable  expenditure,  and  that  they  could  not 
meet  from  available  sources  of  revenue  the  increased  costs  of 
government.  The  commission  had  reported  that  existing  re¬ 
venues  were  insufficient  to  balance  budgets  or  provide  for  sink¬ 
ing  funds.  Nova  Scotia,  with  a  total  budget  of  seven  million 
dollars,  had  an  annual  deficit  of  a  million.  He  complained  that 
the  Dominion  authorities  had  invaded  the  provincial  field  of 
taxation.  While  the  income  tax  was  justified  as  a  war  measure, 
it  was  an  embarrassment  to  the  provinces  that  had  income 
taxes.  He  made  certain  specific  requests. 

Premier  Baxter  of  New  Brunswick  complained  that  mari¬ 
time  manufacturers  could  not  compete  in  the  central  provinces, 
while  they  had  been  excluded  by  tariffs  from  foreign  markets. 
The  maritime  provinces  were  also  at  a  disadvantage  through 
the  texture  of  their  population:  the  high  proportion  of  very 
young  and  very  old  people  increased  the  cost  of  education  and 
would  make  old  age  pensions  unusually  costly  for  them.  He 
declared  that  New  Brunswick  had,  because  of  lack  of  means, 
the  lowest  per  capita  expenditure  on  education  among  all  the 
Canadian  provinces,  and  that  his  province  had  exhausted  all 
its  sources  of  taxation.  Premier  Saunders  of  Prince  Edward 
Island  also  asked  for  better  terms.  His  province  had  a  declin¬ 
ing  population  with  only  twTo  manufacturing  concerns,  while 
at  Confederation  it  had  a  considerable  number.  Half  of  the 
provincial  revenue  was  being  spent  on  education,  although  the 
salaries  paid  were  extremely  low.  The  province  needed  all 
the  machinery  of  government  that  would  be  required  for  a 
province  with  ten  times  the  population.  Before  Confederation 
Prince  Edward  Island  had  paid  its  own  way  from  customs  and 
excise  duties  and  it  had  not  had  to  resort  to  local  taxation.  In 
1927  its  subsidy  amounted  to  $381,000  out  of  a  total  budget 
of  $800,0i00,  and  the  province  had  no  mineral  or  forest  resour¬ 
ces  to  tax.  There  was  no  great  wealth  in  the  island  province 
and  not  a  single  millionaire.  The  possibilities  of  raising  money 
by  direct  taxation  were  therefore  limited. 

Two  of  the  prairie  provinces  joined  in  the  request  for  as- 
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sistance.  Premier  Bracken  of  Manitoba  felt  that  the  financial 
arrangements  of  Confederation  had  been  improvident  from 
the  viewpoint  of  the  provinces.  There  had  been  no  finality 
with  respect  to  the  financial  provisions,  which  had  never  been 
satisfactory  to  the  provinces.  The  time  had  now  come  when 
they  should  be  revised  from  the  standpoint  of  the  Dominion 
as  a  whole.  He  believed  that  the  Dominion  government  should 
seriously  consider  additional  subsidies,  to  an  amount  equal  to 
ten  per  cent,  of  the  customs  and  excise  revenue.  At  Confeder¬ 
ation  the  amount  agreed  upon  had  been  24  per  cent.  Mr. 
Bracken  pointed  out  that  while  the  provinces  at  Confederation 
had  handed  over  the  customs  and  excise  duties  to  the  Domin¬ 
ion  authorities,  they  had  maintained  activities  connected  with 
health,  roads,  education  and  the  like,  the  cost  of  which  had 
materially  increased.  Premier  Brownlee  of  Alberta  also  felt 
that  his  province  was  wrestling  with  problems  too  great  for 
its  small  population.  He  pointed  out  that  provincial  responsi¬ 
bilities  were  increasing  faster  than  those  of  the  Dominion, 
while  their  systems  of  taxation  wrere  relatively  inelastic.  The 
Dominion  had  retained  the  elastic  sources  of  revenue.  The 
Dominion  was  liquidating  debt  and  decreasing  taxation,  while 
the  provinces  were  obliged  to  seek  new  sources  of  taxation  and 
to  utilize  direct  taxation  more  and  more.  Subsidies  had  not 
kept  pace  with  the  customs  and  excise  duties  they  had  been 
intended  to  replace,  or  with  the  additional  obligations  of  the 
province  in  connection  with  highways,  health,  education,  and 
social  welfare.  The  Old  Age  Pensions  Act  alone,  when  enacted 
in  Alberta,  would  cost  that  province  one-third  of  its  total  fed¬ 
eral  subsidies.  The  railways  which  Alberta  had  built  also  con¬ 
stituted  a  heavy  financial  burden:  and  as  they  had  been  built 
for  development  purposes,  they  should  be  taken  into  account 
by  the  Dominion  government. 

The  province  of  British  Columbia  was  represented  at  this 
conference  by  Premier  MacLean.  In  the  course  of  a  compre¬ 
hensive  brief,  he  declared  that  the  subsidies  of  his  province 
should  be  increased  on  account  of  its  physical  characteristics. 
The  absence  of  municipalities  in  the  unorganized  districts,  and 
the  pressing  needs  for  roads,  imposed  obligations  upon  the 
provincial  government.  The  special  subsidy  of  $100,000  a 
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year  granted  to  British  Columbia  for  ten  years  had  lapsed. 
Meanwhile  the  provincial  government  had  tapped  every  source 
of  taxation  at  its  command.  In  addition  to  an  increase  of  sub¬ 
sidy,  he  desired  the  return  of  railway  lands,  the  withdrawal 
of  the  federal  government  from  the  income  tax  field,  and  the 
delimitation  of  the  fields  of  taxation  as  between  federal  and 
provincial  authorities. 

Federal  subventions  for  specific  purposes  were  approved 
by  a  number  of  the  provincial  representatives.  Highway  con¬ 
struction,  technical  and  agricultural  education  were  among 
the  purposes  thought  to  justify  such  subventions.  It  is  inter¬ 
esting  to  note  that  scarcely  any  provinces  in  1927  believed  in 
the  desirability  of  federal  subventions  for  unemployment  re¬ 
lief. 

A  part  of  the  discussion  centered  upon  the  better  delimi¬ 
tation  of  taxing  powers.  Hon.  Mr.  Price,  of  Ontario,  did  not 
question  the  right  of  the  federal  government  to  tax  in  any 
manner,  but  he  regarded  it  as  a  great  hardship  for  the  provin¬ 
ces  to  be  continually  challenged  in  the  courts  with  regard  to 
the  right  to  impose  each  new  tax.  He  suggested  the  adoption 
of  the  Australian  plan  by  which  the  personal  income  tax  would 
be  reserved  to  the  provinces  while  the  corporation  income  tax 
would  remain  with  the  Dominion.  Premier  Baxter  proposed 
that  direct  taxation  by  the  provinces  should  be  defined  as  tax¬ 
ation  by  any  mode  but  customs  and  excises,  on  persons  and 
things  within  the  province.  This  definition  itself  might  re¬ 
quire  some  interpretation,  but  it  would  probably  widen  the 
field  of  provincial  taxation. 

Much  of  the  discussion  was  summed  up  in  the  five  points 
mentioned  by  Premier  Bracken: 

1.  Provincial  responsibility  for  onerous  services  is  in¬ 
creasing,  while  provincial  revenues  are  inelastic. 

2.  The  entry  of  the  Dominion  government  into  the  field 
of  direct  taxation  increases  the  difficulties  of  the  provinces. 

3.  There  is  need  for  a  clearer  definition  of  provincial 
taxing  powers. 

4.  Section  92  of  the  British  North  America  Act  should 
be  amended  to  assign  certain  taxes,  whether  direct  or  indirect, 
specifically  to  the  provinces. 
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5.  He  proposed  that  the  Dominion  should  either  increase 
the  subsidies,  pay  a  fixed  percentage  of  the  revenue  from  Do¬ 
minion  income  tax  to  the  provinces,  allow  the  provinces  to  levy 
supplements  in  connection  with  the  Dominion  income  tax,  or 
co-operate  with  provinces  already  levying  a  provincial  income 
tax  in  order  to  eliminate  expensive  duplication  of  collection 
services. 

In  reply  to  these  provincial  representations,  the  Minister 
of  Finance  (Mr.  Robb)  pointed  out  that  the  cost  to  the  Domin¬ 
ion,  if  all  the  provincial  requests  were  granted,  would  be  about 
one  hundred  million  dollars  a  year,  and  that  more  thought 
would  have  to  be  given  to  the  whole  subject. 

Since  that  time,  increased  subsidies  have  been  granted  to 
the  maritime  provinces,  but  no  attempt  has  been  made  to  deal 
with  the  whole  problem  of  Dominion-Provincial  financial  ar¬ 
rangements.  Meanwhile,  provincial  difficulties  have  been 
somewhat  increased  by  the  depression  which  began  in  1929. 
Revenues  have  shrunk,  while  increased  demands  have  been 
made  at  the  same  time  upon  the  provincial  legislatures.  Cor¬ 
poration  taxes,  being  principally  levied  upon  fixed  bases,  have 
not  yet  suffered  to  any  great  extent,  but  the  effects  have  been 
felt  in  connection  with  automobile  and  gasoline  taxes,  suc¬ 
cession  duties  (because  of  the  decline  in  estate  values),  amuse¬ 
ment  taxes,  taxes  on  race  track  meetings,  and  some  others. 
The  provinces  cannot  remain  unaffected  by  depression.  It 
has  been  found  difficult  to  bring  about  any  material  reduction 
in  provincial  expenditures.  One-quarter  of  them  represent 
interest  and  sinking  fund  payments  beyond  the  control  of  the 
legislatures.  The  decline  in  wholesale  prices  has  had  some  ef¬ 
fect  upon  the  remainder,  but  salaries,  wages,  and  retail  prices 
as  usual  lag  behind  the  movement  of  wholesale  prices.  Some 
provincial  expenditures  have  had  to  be  increased.  We  may 
therefore  expect  that  more  will  be  heard  of  various  plans  for 
improving  the  financial  condition  of  the  provinces  at  the  ex¬ 
pense  of  the  federal  government. 

The  methods  commonly  proposed  for  strengthening  pro¬ 
vincial  budgets  are  five  in  number: 

1.  Imposition  of  new  taxes  by  the  provinces. 

2.  Increase  of  federal  subsidies. 
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3.  Withdrawal  of  the  federal  government,  in  whole  or 
in  part,  from  the  field  of  direct  taxation,  or  use  of  federal 
income  tax  machinery  to  collect  provincial  supplements. 

4.  Assumption  by  the  Dominion  of  new  services  and  cer¬ 
tain  services  now  performed  by  the  provinces. 

5.  Economy  in  provincial  administration. 

Some  comments  may  be  made  upon  these  various  sug¬ 
gestions. 

(1)  In  connection  with  the  imposition  of  new  taxes  by 
the  provinces,  it  may  be  pointed  out  that  the  provinces  already 
possess  the  power  to  levy  all  kinds  of  direct  taxation,  and  that 
most  of  the  obvious  methods  have  already  been  tried.  It  is 
scarcely  to  be  hoped  that  any  financial  genius  can  find  the  de¬ 
sired  revenue  by  the  invention  of  some  new  tax  which  shall 
be  at  the  same  time  direct,  productive,  and  painless.  The 
provinces  which  have  difficulty  in  balancing  their  budgets  be¬ 
lieve  that  the  difficulty  arises  from  lack  of  taxable  capacity 
rather  than  inefficiency  of  taxing  methods. 

There  are  certain  official  statistics  which  may  be  consulted 
for  an  objective  index  of  taxable  capacity.  Wealth  and  ordi¬ 
nary  expenditure  per  head  in  the  various  provinces  may  be 
compared  by  means  of  Table  III. 

TABLE  III 

Wealth  and  Ordinary  Expenditure  per  head  by  Provinces 


Ordinary  expenditure 

Wealth  per  Ordinary  expenditure  as  a  percentage 
Province  head,  1927*  per  head,  1929f  of  wealth 


P.  E.  I . $  1,695  $  12.00  0.70 

N.  S .  1,573  13.24  0.84 

N.  B .  1,822  15.55  0.85 

Que . . — .  2,627  13.37  0.53 

Ont _ _  2,995  18.92  0.63 

Man .  2,916  18.61  0.64 

Sask .  3,592  18.43  0.51 

Alta . .  3,757  21.19  0.56 

B.  C . . .  4,016  38.62  0.96 

Average  . . —  2,907  18.12  0.62 


*  Canada  Year  Book,  1930,  page  828. 
f  Ibid. 
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Computations  of  community  wealth  made  by  the  inven¬ 
tory  method  have  their  value,  but  they  are  open  to  criticism 
not  only  on  the  ground  that  the  items  included  do  not  all  con¬ 
tribute  in  the  same  degree  to  taxable  capacity,  but  also  because 
valuations  are  subject  to  extensive  fluctuations.  The  present 
table  attributes  to  each  province  all  the  enumerated  physical 
wealth  situate  in  it,  irrespective  of  the  place  of  ownership. 
This  is  probably  as  it  should  be,  for  each  province  has  power 
to  tax  all  wealth  situate  within  it:  but  the  table  omits  non¬ 
material  forms  of  wealth  such  as  stocks,  bonds,  mortgages  and 
the  like.  Hence  any  estimate  of  taxable  capacity  based  upon 
it  would  almost  certainly  fail  to  do  justice  to  the  provinces 
that  might  be  taxed  upon  their  investments.  In  particular, 
the  table  probably  underestimates  the  taxable  capacity  of 
Ontario  and  Quebec.  Net  production  and  ordinary  expendi¬ 
ture  per  head  may  be  compared  by  means  of  Table  IV. 

TABLE  IV 

Net  Production  and  Ordinary  Expenditure  per  head  by  Provinces 


Net  Production  Net  dollar  Ordinary  Percentage  of 

1927*  Population  production  expenditure  expenditure 

Province  (in  thousands  1929t  per  head  per  head  to  net 

of  dollars)  (estimated)  1929  1929t  production 


P.  E.  I.  _  29,324  86,100  341  12.00  3.5 

N.  S.  _  190,664  550,400  345  13.24  3.8 

N.  B.  _  139,288  419,300  332  15.55  4.7 

Quebec  _ 1,515,224  2,690,400  563  13.37  2.4 

Ont _ _ .2,600,123  3,271,300  795  18.92  2.4 

Man.  _  299,060  663,200  450  18.61  4.1 

Sack. _  488,715  866,700  563  18.43  3.3 

Alta _ _  468,991  646,000  725  21.19  2.9 

B.  C.  _  443,929  591,000  750  38.62  5.1 

-  •  i. 


*  Canada  Year  Book,  1930,  p.  186. 
t  Ibid.,  p.  99. 
t  Ibid.,  p.  822. 


These  statements  of  net  production  also  fall  short  of  pro¬ 
viding  an  index  of  taxable  capacity.  They  include  only  valu¬ 
ation  of  physical  production  and  do  not  include  the  production 
of  services  by  professional  or  salaried  people,  government  em¬ 
ployees,  and  others.  It  may  be  noted  that  such  production  is 
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probably  largest  in  the  central  provinces.  They  also  take  no 
account  of  where  the  products  are  owned.  Products  attribu¬ 
ted  to  Alberta  or  British  Columbia,  because  they  are  physically 
produced  in  these  provinces,  may  be  produced  by  companies 
whose  shares  are  owned  in  eastern  Canada  or  abroad:  hence 
the  table  does  not  offer  an  accurate  guide  to  the  distribution 
of  taxable  capacity. 

A  third  possible  method  of  comparing  taxable  capacity, 
based  upon  income  assessments  for  the  Dominion  income  war 
tax,  may  be  illustrated  by  Table  V. 

TABLE  V 

Dominion  Income  Tax  Assessments  by  Provinces 


Income  assessed  Percentage  of 

for  income  war  Population  Taxable  Ordinary  ordinary 

Province  tax,  1929*  estimate,  income  expenditure  expenditure  to 

(in  thousands  1929f  per  head  per  head  income  assessed 

of  dollars)  1929J  per  head 

P.  E.  I . . .  2,201  86,100  25.60  12.00  46.8 

N.  S . 20,419  550,400  37.10  13.24  35.7 

N.  B.  _ 16,639  419,300  39.60  15.55  39.3 

Quebec  . . . . 342,207  2,690,400  127.00  13.37  10.5 

Ont . 554,038  3,271,300  169.20  18.92  11.2 

Man . _...._ .  69,131  663,200  104.10  18.61  17.9 

Sask _ _ 45,770  866,700  53.80  18.43  34.7 

Alta .  37,693  646,000  58.20  21.19  36.3 

B.  C . 106,218  591,000  179.50  38.62  21.5 


*  Canada  Year  Book,  1930,  p.  832. 
t  Ibid.,  p.  99. 
t  Ibid.,  p.  822. 

As  the  Dominion  income  war  tax  represents  an  effort  to 
tax  in  proportion  to  ability  to  pay  this  table  may  be  of  some 
value  in  comparing  the  taxable  capacities  of  different  provin¬ 
ces.  As  the  income  here  reported  is  net  income  in  excess  of 
the  exemption  limits,  a  province  characterized  by  moderate  in¬ 
comes  and  large  families,  but  having  little  corporate  business, 
would  be  credited  with  little  taxable  income  in  this  table.  The 
comparison  is  weakened  by  the  fact  that  corporate  income  is 
attributed  to  the  province  in  which  the  corporation  has  its 
head  office,  even  though  it  may  be  subsequently  distributed  to 
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non-income  taxpayers  in  other  provinces.  The  taxable  capa¬ 
city  of  British  Columbia  might  be  overestimated  on  this  ac¬ 
count. 

For  obvious  reasons,  collections  of  sales  tax,  customs,  and 
excise  duties  give  little  indication  of  the  relative  taxable  capa¬ 
city  of  the  different  provinces.  Accurate  statistics  of  income 
per  head  would  be  valuable  for  this  purpose,  but  unfortunately 
they  do  not  exist. 

In  examining  the  question  whether  or  not  the  difficulties 
of  provincial  finance  arise  from  lack  of  taxable  capacity  in 
some  of  the  provinces,  we  are  therefore  faced  with  a  statistical 
difficulty.  It  is  believed  in  some  of  the  provinces  that  taxable 
capacity  is  lacking:  but  this  opinion  may  be  biased.  We  have 
as  yet  no  objective  data  by  which  the  taxable  capacity  of  the 
various  provinces  for  provincial  purposes  may  be  satisfac¬ 
torily  measured  and  compared:  hence  subsidy  adjustments  are 
apt  to  take  the  form  of  a  bargaining  process. 

(2)  Revision  of  subsidies,  though  familiar  in  Canadian 
annals,  is  still  open  to  grave  objections  as  a  method  of  equali¬ 
zing  provincial  burdens,  and  these  objections  have  already 
been  briefly  mentioned.  It  is  probably  expedient  that  the  gov¬ 
ernmental  tendency  to  extravagance  should  be  curbed  by  the 
painful  necessity  of  raising  funds:  this  curb,  however,  seems 
to  be  absent  when  one  government  spends  money  collected  for 
it  by  another.  Moneys  that  have  to  be  raised  by  “direct  tax¬ 
ation  within  the  province"  may  be  expended  more  carefully 
than  those  received  from  Ottawa.  The  predictions  made  by 
Mr.  Dunkin  in  1865  have  already  had  sufficient  fulfilment. 
Each  new  “final  and  permanent"  settlement  of  the  basis  of 
subsidies  serves  as  a  precedent  for  further  adjustments. 

(3)  Withdrawal  of  the  federal  government,  in  whole  or 
in  part,  from  the  field  of  direct  taxation,  is  a  suggestion  advo¬ 
cated,  as  we  have  seen,  at  the  1927  conference  and  elsewhere/ 
It  has  been  suggested  that  the  Dominion  should  relinquish  to 


7  See  also  essays  by  J.  E.  Robbins  and  Neil  Jacoby  on  “The  Problem 
of  Securing  Additional  Sources  of  Revenue  for  Provincial  Purposes,” 
Essays  on  Canadian  Economic  Problems  Yol.  Ill  (Montreal:  Royal  Bank 
of  Canada,  1930). 
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the  provinces  either  the  corporate  income  tax,  the  personal 
income  tax,  or  perhaps  both  together. 

In  examining  the  probable  effects  of  such  a  step,  we  may 
first  consider  how  much  the  federal  treasury  now  receives 
from  income  taxes  in  each  province.  The  facts  are  briefly  set 
out  in  the  following  tables. 

Table  VI  shows  the  corporate  income  taxes  collected 
in  the  various  provinces,  under  the  Income  War  Tax,  during 
the  fiscal  year  1928-1929. 

TABLE  VI 

Collections  under  the  Dominion  Corporate  Income  Tax  by  Provinces 


Corporate  Percentage  of 

income  taxes  Population  Corporate  Ordinary  corporate 

Province  collected*  estimate  income  tax  provincial  income  taxes 

(in  thousands  1929f  collected  expenditure  to  ordinary 

of  dollars)  per  head  per  head t  expenditure 


P.  E.  I . - .  13  86,100  0.15  12.00  1.25 

N.  S . . 292  550,400  0.53  13.24  4.00 

N.  B.  _  264  419.300  0.63  15.55  4.12 

Que . . . 11,301  2,690,400  4.20  13.37  31.40 

Ont . . . 17,767  3,271,300  5.43  18.92  28.70 

Man . . .  2,013  663,200  3.03  18.61  16.60 

Sask . . .  438  866,700  0.50  18.43  2,71 

Alta . . .  686  646,000  1.06  21.19  5.00 

B.  C _ _ 2,879  591,000  4.87  38.62  12.60 


*  Financial  Post  Business  Year  Book,  1930,  p.  172. 
f  Canada  Year  Book  1930,  p.  99. 
t  Ibid.,  p.  822. 


The  relinquishment  of  corporate  income  tax  on  the  1929 
basis  to  the  provinces  would  have  been  of  little  value  to  the 
maritime  provinces,  Sasatchewan,  and  Alberta.  It  would 
have  represented  a  very  substantial  concession  to  Ontario  and 
Quebec  which  appear  to  be  the  very  provinces  that  least  need 
federal  aid. 

Table  VII  gives  the  individual  income  taxes  collected 
in  the  various  provinces,  under  the  Income  War  Tax,  during 
the  fiscal  year  1928-1929. 
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TABLE  VII 

Collections  under  the  Dominion  Income  Tax  by  Provinces 


Individual  Percentage  of 

income  taxes  Population  Individual  Ordinary  individual 

Province  collected*  estimate  income  taxes  provincial  income  taxes 

(in  thousands  I929f  collected  expenditure  to  ordinary 

of  dollars)  per  head  per  headt  expenditure 

P.  E.  I . . 26  86,100  0.30  12.00  2.5 

N.  S - -  336  550,400  0.61  13.24  4.6 

N.  B - - 297  419,300  0.71  15.55  4.6 

Que.  -  8,965  2,690,400  3.33  13.37  24.9 

Ont.  - 11,781  3,271,300  3.60  18.92  19.1 

Man.  - 1,339  663,200  2.02  18.61  10.9 

Sask.  -  484  866,700  0.56  18.43  3.0 

Alta.  -  743  646,000  1.15  21.19  5.4 

B.  C.  -  1,409  591,000  2.39  38.62  6.2 


*  Financial  Post  Business  Year  Book,  1930,  p.  173. 
f  Canada  Year  Book,  1930,  p.  999. 
t  Ibid.,  p.  822. 


Had  the  federal  government  relinquished  the  personal  in¬ 
come  tax  to  the  provinces,  the  principal  gain  would  have  ac¬ 
crued  to  the  central  provinces,  although  the  advantage  to 
Alberta  and  British  Columbia  would  also  have  been  consider¬ 
able. 


These  two  tables  suggest,  on  the  whole,  that  the  abandon¬ 
ment  of  the  present  income  tax  on  persons  or  corporations  to 
the  provinces  would  be  a  rather  unnecessary  gift  to  the  wealth¬ 
ier  provinces,  which  do  not  yet  suffer  any  great  difficulty  in 
making  ends  meet,  while  it  would  be  inadequate  to  give  any 
great  help  to  the  provinces  which  have  greatest  need.  It  is 
true  that  a  provincial  income  tax  could  be  made,  by  lowering 
exemptions  or  raising  rates,  to  bring  in  larger  sums  than  the 
Dominion  income  tax  now  yields.  It  is  already  open  to  the 
provinces,  however,  to  tap  these  sources  of  revenue  from  which 
the  Dominion  is  not  now  drawing. 

The  same  figures  show  that  the  use  of  Dominion  income 
tax  machinery  to  collect  supplements  for  the  various  provinces, 
though  economical  as  a  mode  of  collection,  would  leave  the  tax¬ 
able  capacities  of  the  provinces  unequal,  at  least  if  such  sup- 
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plemental  income  taxes  were  allotted  to  the  provinces  in  which 
they  were  collected.  If  otherwise  distributed,  they  would  con¬ 
stitute  further  subsidies. 

The  abandonment  of  direct  taxation  to  the  provinces 
would  therefore  fail  to  give  help  where  it  is  most  desired. 
Nor  is  this  policy  likely  to  be  welcomed  by  the  federal  authori¬ 
ties.  They  can  ill  afford  at  present  to  sacrifice  any  legitimate 
source  of  revenue — especially  a  tax  most  easily  collected  by 
the  central  government — in  order  that  the  chief  benefits 
should  be  conferred  upon  those  provinces  which  have  not  re¬ 
quested  such  aid.  Even  if  they  were  to  sacrifice  this  source  of 
revenue,  a  substitute  would  have  to  be  found :  and  in  finding  a 
substitute,  they  might  easily  incur  other  difficulties  with  the 
provinces.  To  pay  Paul,  they  would  have  to  rob  either  Peter 
or  Paul  himself. 

(4)  The  assumption  of  additional  functions  by  the  fed¬ 
eral  government  is  another  approach  to  the  problem.  From 
the  administrative  point  of  view,  there  would  appear  to  be 
several  functions,  now  performed  in  whole  or  in  part  by  the 
provinces,  or  neglected  altogether,  which  might  better  be  left 
to  the  federal  government.  The  present  Dominion  govern¬ 
ment  has  indicated  its  intention  eventually  to  take  over  the 
entire  cost  of  old  age  pensions,  a  social  expenditure  which 
several  of  the  provinces  have  hitherto  felt  unable  to  afford  so 
long  as  the  federal  government  was  prepared  to  bear  only 
half  of  the  cost.  There  is  much  to  be  said  on  economic  and 
administrative  grounds  in  favour  of  the  assumption  of  this 
responsibility  by  the  central  government.  The  same  thing  is 
true  of  unemployment  insurance,  if  and  when  a  subsidized 
system  is  established.  Federal  administration  and  support 
might  well  be  more  economical  and  more  effective  than  the 
maintenance  of  nine  separate  provincial  systems,  each  with  its 
residence  qualification.  There  are  perhaps  other  borderline 
functions  that  might  advantageously  be  assumed  by  the  Do¬ 
minion.  Federal  subsidies  for  roads,  technical  and  agricul¬ 
tural  education  may  perhaps  be  desirable  as  a  permanent  poli¬ 
cy.  On  the  other  hand,  there  are  some  who  see  in  provincial 
efforts  to  gain  control  of  radio  broadcasting  a  policy  that  may, 
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if  upheld,  increase  provincial  administrative  costs  without  cor¬ 
responding  advantages  to  the  taxpayers. 

(5)  The  reduction  of  unnecessary  governmental  expen¬ 
ditures  is  a  remedy  easy  to  advocate:  and  if  little  space  is 
given  to  it  in  this  paper,  it  is  because  there  is  no  danger  that 
its  desirability  will  be  overlooked,  either  by  the  provincial 
governments  or  by  the  taxpayers. 

It  may  be  concluded  that  the  present  moment  is  not  an 
opportune  one  for  the  provinces  to  press  the  request  that  the 
federal  government  should  relinquish  to  them  any  existing 
source  of  revenue :  and  that  such  a  surrender,  even  if  made, 
would  be  of  relatively  little  value  to  the  provinces  where  the 
financial  difficulties  are  greatest.  If  further  help  is  to  be  given 
to  the  provinces,  the  federal  government  may  do  much  by  tak¬ 
ing  over  such  functions  as  are  best  suited  for  federal  manage¬ 
ment.  Valuable  though  the  work  of  the  provincial  governments 
undoubtedly  is,  they  should  not  be  encouraged  to  extend  their 
activities  to  new  functions  more  suited  to  central  control. 
Periodical  subsidy  revisions,  though  undesirable  for  reasons 
above  stated,  would  have  the  advantage  of  giving  help  in  pro¬ 
portion  to  need,  and  the  principle  of  federal  aid  to  particular 
provinces  finds  a  sound  precedent  in  the  operation  of  the  tariff. 
As  for  governmental  economy,  the  claims  of  that  virtue  will 
be  sufficiently  urged,  and  some  economists  think  that  there  is 
danger  of  its  being  overpraised.  It  is  perhaps  not  entirely 
unnecessary  to  add  that  both  Dominion  and  provincial  taxes 
are  eventually  paid  by  the  same  people,  though  not  quite  in 
the  same  proportions. 


CANADIAN  ECONOMIC  HISTORY— DISCUSSION 


W.  A.  Mackintosh. — Dr.  Innis’s  paper  is  so  complete  and  so  con¬ 
vincing  that  it  is  much  easier  to  congratulate  him  on  his  work  than  to 
discuss  it.  There  can  be  no  argument  as  to  the  overwhelming  impor¬ 
tance  in  Canadian  history,  of  transportation,  and  Dr.  Innis  is  peculiarly 
competent  to  relate  the  changing  routes  and  techniques  of  transpor¬ 
tation  to  the  successive  export  staples,  fish,  fur,  lumber  and  wheat. 
There  seems  to  me  no  question  of  the  accuracy  of  the  general  picture 
which  has  been  drawn  so  skilfully. 

Concerning  a  minor  but  extremely  interesting  point  in  the  paper, 
Galt’s  ingenious  defence  of  his  fiscal  policy,  one  may  raise  some  ques¬ 
tion.  There  can  be  no  doubt  that  fiscal  necessity  was  the  chief  cause  of 
the  increases  in  Galt  s  ad  valorem  tariff.  Neither  is  there  any  doubt 
that  the  heavy  expenditures  incurred  in  improving  transportation  were 
the  chief  factor  in  creating  the  fiscal  necessity.  In  a  pioneer  country 
indirect  taxes  are  invariably  the  most  productive  and  easily  adminis¬ 
tered.  It  seems  to  me  that  it  was  for  these  reasons  that  fiscal  depen¬ 
dence  was  placed  on  the  customs  tariff  and  that  Galt’s  ingenious 
defence  of  his  fiscal  policy  against  the  onslaught  of  Great  Britain  and 
the  United  States  was,  as  indeed  Dr.  Innis  has  suggested,  a  brilliant 
rationalization.  No  doubt  in  part  at  least  it  justified  the  policy,  but  it 
did  not  adequately  explain  it.  Similarly  the  National  Policy  was  in 
part  designed  to  conserve  traffic  for  the  Canadian  transportation  sys¬ 
tems,  but  there  were  also  other  motives,  rational  and  irrational.  A 
tariff  against  the  United  States  undoubtedly  protected  Canadian  invest¬ 
ments  in  transportation,  but  it  is  not  clear  that  a  tariff  against  Great 
Britain  in  any  way  contributed  to  that  end. 

N.  McL.  Rogers. — The  excellent  papers  presented  this  afternoon  by 
Piofessor  Innis  and  Professor  Kemp  appear  to  belong  to  distinct  fields 
of  research  in  economic  history,  but  there  is  at  least  a  suggestive  con¬ 
nection  between  the  problem  of  Canadian  transportation  and  the  burden 
of  provincial  finances  in  the  recent  action  of  the  Dominion  government 
in  taking  over  a  number  of  railroad  branch  lines  which  had  either  been 
operated  directly  by  certain  of  the  provinces  or  whose  bonds  had  been 
guaranteed  by  provincial  governments.  In  view  of  the  financial  con¬ 
ditions  of  some  of  these  lines,  their  acquisition  by  the  Dominion  can  only 
be  regarded  as  an  act  of  philanthropy  intended  to  lessen  the  financial 
obligations  of  the  provinces  concerned.  Certainly  the  task  of  the  Cana¬ 
dian  National  Railways  has  not  been  lightened  by  the  adoption  of  this 
family  of  orphans. 

Professor  Kemp’s  paper  raises  a  number  of  controversial  issues,  but 
I  was  particularly  interested  in  his  treatment  of  provincial  subsidies.  It 
is  obvious  that  this  question  cannot  be  separated  from  the  problem  of  de¬ 
limiting  fields  of  taxation  as  between  the  Dominion  and  the  provinces. 


Canadian  Economic  History — Discussion 


203 


Indeed,  so  long  as  the  subsidy  question  is  left  in  its  present  position,  we 
may  expect  little  progress  in  the  direction  of  clarifying  and  re-stating 
the  financial  terms  of  Confederation.  No  chapter  in  the  history  of 
Dominion- Provincial  relations  is  more  humiliating  than  the  record  of 
subsidy  revisions  during  the  past  sixty  years.  Almost  every  revision  of 
subsidies  has  taken  place  either  shortly  before  or  immediately  after  a 
general  election.  It  is  asking  too  much  of  our  credulity  to  suggest  that 
this  is  merely  a  historical  coincidence,  for  there  is  ample  evidence  with¬ 
in  recent  months  to  confirm  the  suspicion  that  the  promise  of  federal 
grants  may  be  used  for  the  purpose  of  canvassing  political  support.  It 
may  be  readily  admitted  that  it  is  not  easy  to  find  a  satisfactory  remedy 
for  the  present  difficulties.  Subsidies  were  established  at  Confederation 
for  certain  purposes,  and  owing  to  the  geographical  incidence  of  our 
fiscal  system  and  the  concentration  of  industry  in  Ontario  and  Quebec, 
it  seems  probable  that  they  must  continue  to  form  a  very  important  item 
of  revenue  in  the  case  of  the  Maritime  and  Western  provinces.  At  the 
same  time  we  should  seek  some  method  of  subsidy  revision  which  would 
withdraw  the  settlement  of  claims  from  political  control  until  there  has 
been  a  preliminary  examination  of  these  claims  on  their  merits  before 
an  impartial  board  of  enquiry.  In  any  event,  it  would  be  better  to  have 
revisions  at  fixed  periods  as  suggested  tentatively  by  Professor  Kemp 
than  to  leave  the  question  as  at  present  to  the  uncertain  tactics  of  party 
conflict.  As  matters  now  stand,  there  is  no  feature  of  Canadian  govern¬ 
ment  which  is  more  likely  to  produce  friction  and  misunderstanding  than 
the  financial  relations  between  the  Dominion  and  the  provinces. 

P.  Reading. — Mr.  Chairman,  Professor  Rogers’  deprecation  of 
the  idea  that  the  provinces  should  lean  with  all  their  might  upon  the 
Dominion  is  something  of  a  shock  to  my  previous  conception  of  the  mari- 
times’  point  of  view  on  this  subject.  It  encourages  me,  however,  to  voice 
some  of  the  reflections  that  have  been  running  through  my  own  mind 
during  the  reading  of  this  paper. 

In  so  deftly  passing  over  to  the  rest  of  us  this  fiscal  knot  to  un¬ 
tangle,  Professor  Kemp  proffered  two  suggestions  which  seemed  to  have 
his  approval.  To  the  first — that  provincial  subsidies  should  be  periodi¬ 
cally  revised — my  main  objection  is  one  to  which  Professor  Kemp,  him¬ 
self,  made  an  oblique  reference.  It  would  not  fix  upon  the  governments 
who  spend  these  moneys  the  responsibility  of  levying  taxes  to  raise  them. 
These  increased  subsidies  would  for  the  provinces  have  the  appearance 
of  a  wind-fall  and  they  would  seem  likely,  therefore,  to  engender  a  spirit 
of  extravagance  in  provincial  finance.  Furthermore,  the  possibilities  of 
friction  and  politics,  in  the  bad  sense  of  that  word,  which  lie  behind  this 
proposal  are  too  obvious  to  need  elaboration. 

Professor  Kemp’s  second  suggestion — that  the  Dominion  should  as¬ 
sume  certain  additional  functions  and  responsibilities — interests  me  more. 
It  would  not  always,  of  course,  mean  an  equitable  distribution  of  costs 
between  the  provinces.  We  are  all,  for  example,  familiar  with  the  fact 
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that  the  cost  of  old-age  pensions  would  vary  conspicuously  as  between 
different  provinces,  and  if  this  cost  were  levied  through  Dominion  taxes, 
it  would  not  fall  upon  the  individual  provinces  in  proportion  to  the  bene¬ 
fits  they  individually  derived.  Perhaps  this  is  desirable.  Perhaps,  after 
all,  the  weak  should  help  the  strong. 

This  second  proposal  would  associate  the  responsibility  for  raising 
taxes  with  the  expenditure  of  them,  and  it  would  furthermore  give  a 
much  less  unwieldy  and  more  compact  administration  of  some  services 
than  can  be  achieved  if  they  are  left  in  the  hands  of  the  provinces.  Old 
age  pensions  offer  one  example  of  this;  perhaps  the  best  would  be  unem¬ 
ployment  insurance.  The  discrepancy  between  seasonal  employment 
fluctuations  in  the  various  provinces  and  the  problem  involved  by  the 
mobility  of  labor  point  very  clearly  to  the  need  of  making  this  a  federal 
responsibility  if  and  when  we  decide  to  assume  it.  I  need  not  labor  that 
point. 

To  my  mind,  however,  the  most  important  aspect  of  this  suggestion, 
that  we  widen  the  functions  of  federal  government,  is  its  probable  effect 
on  the  political  psychology  of  the  country.  I  think  we  have  all  been 
conscious  lately  of  a  rising  trend  toward  what  I  might  call  provincialism 
in  these  matters  of  government.  We  Canadians  have  tended  more  and 
more  to  look  upon  the  provincial  governments  as  our  natural  channel 
of  approach  to  Ottawa  and  to  cultivate  grievances  when  our  particular 
province  did  not  get  all  that  was  asked  from  the  Dominion.  That,  I 
think,  is  good  for  neither  administration  nor  Canadianism.  It  is  a  whole¬ 
some  thing  for  me  to  take  pride  in  the  fact  that  I  am  an  Ontario  man, 
but  I  like  also  to  remember  that  I  am  a  Canadian;  and  I  think  that  this 
establishment  of  new  and  direct  contacts  between  the  people  and  the 
federal  government  would  give  a  fresh  stimulus  to  national  sentiment. 

On  the  whole,  I  am  disposed  to  think  that  if  we  are  really  going  to 
be  so  profane  as  to  lay  violent  hands  on  the  crinoline  of  that  relict  of 
Confederation,  the  British  North  America  Act,  we  had  better  be  thorough 
in  our  sacrilege.  When  the  day  comes,  let  us  look  at  both  sides  of  the 
ledger  and,  where  revision  is  indicated,  redistribute  not  only  taxing  power 
but  also  administrative  purview  as  between  the  provinces  and  the  Do¬ 
minion. 


THE  COMPACT  THEORY  OF  CONFEDERATION 
N.  McL.  ROGERS 


From  the  birth  of  the  Dominion  down  to  the  present  time 
the  growth  of  a  vigorous  Canadian  nation  has  been  arrested 
by  two  restraining  influences.  On  the  one  hand  the  move¬ 
ment  towards  the  assumption  of  national  responsibilities  in 
external  affairs  has  been  retarded  at  times  by  an  exaggerated 
emphasis  on  the  claims  of  imperial  unity.  During  the  same 
period  and  within  the  narrower  circle  of  domestic  affairs  the 
capacity  of  the  federal  institutions  to  respond  to  the  prompt¬ 
ings  of  a  developing  national  sentiment  has  been  impaired  by 
an  undue  emphasis  on  the  claims  of  provincial  autonomy.  If 
it  was  the  purpose  of  the  first  of  these  influences  to  keep  us 
a  colony,  it  is  the  tendency  of  the  other  to  make  us  a  league 
of  provinces.  With  the  enactment  of  the  Statute  of  Westmin¬ 
ster  during  the  present  year,  following  the  historic  pronounce¬ 
ment  of  the  Imperial  Conference  of  1926,  the  actions  of  Can¬ 
ada  beyond  her  own  threshold  will  be  impeded  no  longer  by 
the  legal  prohibitions  and  mental  inhibitions  of  a  colonial  sta¬ 
tus.  The  remaining  obstacles  to  the  recognition  of  the  claims 
of  the  national  government  exist  in  the  main  within  our 
own  household,  having  their  origin  partly  in  the  persistent 
assertion  of  provincial  rights  and  partly  in  expansion  of  pro¬ 
vincial  powers  as  the  result  of  decisions  of  the  Judicial  Com¬ 
mittee  of  the  Privy  Council.  Perhaps  the  most  extreme  asser¬ 
tion  of  provincial  rights  is  set  forth  in  the  constitutional  for¬ 
mula  or  legend  which  has  come  to  be  known  as  the  compact 
theory  of  Confederation.  It  is  not  too  much  to  say  that  this 
theory  presents  one  of  the  most  serious  and  embarrassing 
issues  which  have  arisen  since  the  adoption  of  our  federal  con¬ 
stitution. 

The  compact  theory  of  federalism  in  its  Canadian  form 
of  expression  is  the  deferred  result  of  a  sin  of  omission  on  the 
part  of  the  Fathers  of  Confederation,  a  sin  which  in  scriptural 
fashion  has  now  been  visited  upon  their  children  even  unto 
the  third  and  fourth  generation.  Sometimes  we  are  tempted 
to  recall  with  pride  that  the  great  task  of  the  Quebec  Con¬ 
ference  was  accomplished  in  the  brief  period  of  sixteen  days. 
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and  perhaps  to  congratulate  ourselves  that  this  achievement 
compares  most  favourably  with  the  four  months  devoted  to 
the  framing  of  the  Constitution  of  the  United  States  and  the 
much  longer  period  spent  upon  the  Constitution  of  the  Com¬ 
monwealth  of  Australia.  No  one  can  doubt  that  those  who 
drafted  the  Quebec  Resolutions  performed  a  difficult  task  with 
a  high  degree  of  skill  and  a  reasonable  measure  of  foresight, 
but  it  is  not  easy  to  forgive  them  for  their  failure  to  realize 
the  necessity  of  providing  the  means  whereby  the  Constitu¬ 
tion  might  be  amended  in  future  years  without  incurring  need¬ 
less  friction  between  the  Dominion  and  the  provinces.  Cer¬ 
tainly  they  would  be  the  more  entitled  to  our  gratitude  today 
if  they  had  continued  their  sessions  another  week  if  need  be 
in  order  to  erect  safeguards  against  the  misunderstandings 
which  must  arise  when  changing  conditions  and  new  currents 
of  political  and  economic  thought  would  lead  to  a  demand  for 
alterations  of  the  original  terms  of  union.  It  may  be  argued, 
of  course,  that  the  omission  of  a  procedure  of  amendment  was 
deliberate.  But  this  does  not  lessen  the  gravity  of  the  of¬ 
fence.  The  very  assumption  of  deliberate  omission  has  en¬ 
couraged  the  Dominion  and  provincial  authorities  to  put  their 
own  interpretations  on  the  significance  of  this  alleged  inten¬ 
tion,  and  unfortunately  there  is  no  preponderance  of  direct 
evidence  to  support  the  pleadings  of  either  party  to  the  dis¬ 
pute.  Whether  or  not  the  failure  to  devise  an  amendment 
procedure  was  the  result  of  intention  or  oversight,  it  is  certain 
that  the  predicament  in  which  we  now  find  ourselves  must  be 
laid  in  the  first  instance  at  the  door  of  the  Quebec  Conference, 
and  in  the  second  instance  upon  the  representatives  of  the 
Imperial  Government  who  assisted  in  drafting  the  British 
North  America  Act  at  the  London  Conference  of  1866. 

The  most  recent  declaration  of  the  compact  theory  of 
Confederation  is  to  be  found  in  a  Memorandum  submitted 
within  the  past  year  to  the  Prime  Minister  of  Canada  by  Hon. 
G.  H.  Ferguson  on  behalf  of  the  Province  of  Ontario.1  The 
occasion  of  this  Memorandum  was  the  proposal  to  repeal  the 


1  A  Memorandum  from  Mr.  G.  H.  Ferguson,  Prime  Minister  of  On¬ 
tario,  to  the  Prime  Minister  of  Canada,  dated  September  10,  1930,  and 
published  in  The  Globe  (Toronto),  September  20,  1930. 
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Colonial  Laws  Validity  Act  in  its  application  to  the  Dominions, 
pusuant  to  the  recommendations  of  the  sub-committee  of  the 
Imperial  Conference  of  1926.  Mr.  Ferguson  contended  that 
the  repeal  of  the  Colonial  Laws  Validity  Act  without  some 
clause  protecting  the  rights  of  the  provinces  would  be  tanta¬ 
mount  to  conferring  upon  the  Dominion  Parliament  an  un¬ 
qualified  power  of  amending  the  Canadian  Constitution.  With¬ 
out  discussing  the  propriety  of  this  protest,  I  shall  quote  brief¬ 
ly  a  number  of  paragraphs  from  the  Memorandum  in  order  to 
set  foi  th  the  compact  theory  of  Confederation  as  it  has  been 
presented  most  recently  and  forcefully  on  behalf  of  the  pro¬ 
vinces.  Mr.  Ferguson  stated  that: 

The  Canadian  Parliament  was  asked  in  1865  to  give  formal  ratifi¬ 
cation  to  the  resolutions  (of  the  Quebec  Conference)  as  a  treaty  of  union 
between  the  various  provinces.  Hence  Parliament  was  required  to  con¬ 
sider  the  resolutions  en  bloc  without  amendment.  Explaining  this  pro¬ 
ceeding  Hon.  John  A.  Macdonald  said  that  “the  scheme  should  be  carried 
out  as  a  whole,  that  it  should  be  dealt  with  as  a  treaty,  to  be  endorsed 
without  one  single  amendment  of  alteration.”  And  Hon.  George  E.  Car- 
tier  affirmed  of  the  proposal  “It  is  the  same  as  any  other  treaty  entered 
into  under  the  British  system.” 

After  quoting  two  decisions  of  the  Judicial  Committee  of 
the  Privy  Council  which  do  not  appear  to  be  entirely  relevant 
to  the  main  issue,  the  Memorandum  goes  on  to  state: 

Further  elaboration  of  this  view  is  rendered  unnecessary  by  the 
fact  that  it  is  not  denied  by  any  authority  that  the  resolutions  adopted 
by  the  Quebec  Conference  were  in  the  nature  of  a  compact  or  treaty  be¬ 
tween  the  Provinces. 

Finally,  after  further  discussion  of  the  significance  of 
the  proposed  repeal  of  the  Colonial  Laws  Validity  Act,  the 
Memorandum  concludes  with  the  following  sentence: 

It  is,  therefore,  earnestly  represented  that  no  re-statement  of  the 
procedure  for  amending  the  constitution  of  Canada  can  be  accepted  by 
the  Province  of  Ontario  that  does  not  fully  and  frankly  acknowledge 
the  right  of  all  the  Provinces  to  be  consulted,  and  to  become  parties  to 
the  decision  arrived  at. 

Since  the  British  North  America  Act  is  unique  among 
federal  constitutions  in  not  providing  within  itself  a  procedure 
of  amendment,  the  compact  theory  of  Confederation  as  set 
forth  in  the  Memorandum  from  which  I  have  just  quoted 
must  seek  its  justification  in  history,  practice,  federal  theory, 
or  practical  convenience.  It  would  not  be  going  too  far  to  say 
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that  proponents  of  this  theory  have  generally  been  satisfied  to 
establish  their  contentions  on  historical  foundations.  They 
argue  that  the  Quebec  Conference  of  1864  consisted  of  dele¬ 
gations  from  the  several  provinces  which  were  to  be  united 
under  a  federal  constitution;  that  these  several  delegations 
agreed  to  seventy-two  resolutions  as  the  basis  of  union:  that 
these  resolutions  received  the  formal  approval  of  the  provin¬ 
cial  legislatures  and  were  in  fact  the  basis  of  the  British  North 
America  Act;  that  therefore  in  the  absence  of  any  provisions 
to  the  contrary,  the  future  amendment  of  the  British  North 
America  Act  must  follow  the  same  procedure  as  that  by  which 
the  Quebec  Resolutions  were  initiated  and  approved,  namely, 
the  unanimous  consent  of  the  constituent  provinces  of  the 
Dominion.  This  argument  is  supported  with  collateral  evi¬ 
dence  in  the  form  of  frequent  use  of  the  words  “treaty”  and 
“compact”  as  applied  to  the  Quebec  Resolutions  by  leading 
members  of  the  Conference,  thus  indicating  that  these  reso¬ 
lutions  were  regarded  as  having  a  binding  character  as  be¬ 
tween  the  several  contracting  provinces. 

It  is  evident  that  difficulties  arise  the  moment  we  attempt 
to  identify  the  parties  to  the  alleged  treaty  or  agreement  of 
Confederation.  I_s_the  Dominion  a  party?  It  did  not  exist 
prior  to  the  passing  of  the  British  North  America  Act.  Are 
Ontario  and  Quebec  parties  to  the  agreement?  They  were  not 
distinct  provinces  during  the  Confederation  negotiations,  al¬ 
though  it  is  true  that  Upper  and  Lower  Canada  were  accorded 
a  separate  status  at  the  Quebec  and  London  Conferences.  Are 
Prince  Edward  Island  and  British  Columbia  parties  to  the  com¬ 
pact?  They  made  no  agreement  with  the  other  provinces  but 
only  with  the  Dominion.  Are  Manitoba,  Alberta  and  Sas¬ 
katchewan  to  be  regarded  as  parties  to  the  agreement  ?  They 
were  created  by  Acts  of  the  Dominion  Parliament.  These  dif¬ 
ficulties,  however  formidable  they  may  appear  to  the  lay  mind, 
are  swept  away  by  supporters  of  the  compact  theory  on  the 
ground  that  the  nine  provinces  occupy  a  position  of  complete 
equality  in  the  Dominion,  and  that  those  which  entered  the 
union  or  were  created  after  Confederation  must  be  assumed 
to  have  the  same  rights  and  obligations  as  the  original  mem¬ 
bers.  In  other  words,  the  contract  was  express  as  regards  the 
Canadas,  New  Brunswick  and  Nova  Scotia  and  implied  as  re- 
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gards  the  remainder.  This  view  is  thus  presented  in  Mr.  Fer¬ 
guson’s  Memorandum  from  which  I  have  just  quoted. 

When  the  Dominion  came  into  existence  it  assumed  all  the  obliga¬ 
tions  and  the  conditions  that  had  been  accepted  on  its  behalf  by  its 
sponsors.  Provinces  which  were  subsequently  attached  to  the  Dominion 
or  established  at  its  instance  under  the  provisions  of  the  British  North 
America  Act  occupied  the  same  relations  towards  the  Federal  authority.2 

It  is  apparent  therefore  that  the  real  substratum  of  the 
compact  theory  is  the  original  compact  or  treaty  which  it  is 
alleged  was  made  at  Confederation.  Any  useful  examination 
of  that  theory  must  begin  with  an  enquiry  into  the  nature  and 
significance  of  the  transactions  which  preceded  the  passage 
of  the  British  North  America  Act  in  1867. 

The  question  whether  the  Quebec  Resolutions  constituted 
a  treaty  in  form  and  fact  w'ould  scarcely  deserve  serious  con¬ 
sideration  were  it  not  for  the  explicit  statements  in  this  regard 
which  were  made  by  certain  delegates  at  the  Quebec  Confer¬ 
ence  who  supported  the  resolutions  in  the  Canadian  Legisla¬ 
ture.  In  addition  to  the  declarations  of  Macdonald  and  Car- 
tier  referred  to  by  Mr.  Ferguson  in  his  Memorandum,  two  fur¬ 
ther  examples  may  be  cited  by  way  of  illustration.  In  his 
speech  in  support  of  the  Quebec  Resolutions  in  the  Canadian 
Legislature,  D’Arcy  McGee  is  reported  as  follows: 

Sir,  by  this  combination  of  great  abilities — by  the  coalition  of  lead¬ 
ers  who  never  before  acted  together — the  treaty  was  concluded  and  signed 
by  us  all — and  there  it  lies  on  your  table.  The  propositions  contained 
in  it  have  been  objected  to,  and  we  were  reminded  the  other  evening  by 
the  honorable  member  for  Chateauguay  that  we  are  not  a  treaty¬ 
making  power.  Well,  in  reference  to  that  objection,  I  believe  the  Im¬ 
perial  Government  has  in  certain  cases,  such  as  the  Reciprocity  Treaty, 
conceded  to  these  provinces  the  right  of  co-action;  and  in  this  case  there 
is  the  Imperial  Despatch  of  1862  to  Lord  Mulgrave,  Governor  of  Nova 
Scotia,  distinctly  authorizing  the  public  men  of  the  colonies  to  confer 
with  each  other  on  the  subject  of  union,  and  inviting  them  to  submit  the 
result  of  their  conferences  to  the  Imperial  Government.  We  assembled 
under  authority  of  that  despatch,  and  acted  under  the  sanction  it  gave. 
Everything  was  done  in  form  and  with  propriety,  and  the  result  of  our 
proceedings  is  the  document  that  has  been  submitted  to  the  Imperial 
Government  as  well  as  to  this  House  and  which  we  speak  of  here  as  a 
treaty.3 


2  Loc.  cit. 

3  Debates  of  the  Parliament  of  the  Province  of  Canada  on  Con¬ 
federation  (Quebec:  Hunter-Rose,  1865),  p.  134. 
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During  the  same  debate  in  the  Canadian  Legislature  an 
interesting  exchange  occurred  between  George  Brown  and  L. 
H.  Holton: 

Mr.  Brown:  But  the  honorable  gentleman  is  entirely  wrong  when 
he  says  we  had  no  power  to  make  this  compact  with  the  Maritime  Pro¬ 
vinces.  We  had  full  power,  express  instructions,  to  enter  into  it. 

Mr.  Holton:  Did  the  Parliament  of  England  give  you  that  power? 

Mr.  Brown:  No;  the  honorable  gentleman  ought  to  know  that  the 
treaty-making  power  is  in  the  Crown — the  Crown  authorized  us  special¬ 
ly  to  make  this  compact,  and  it  has  heartily  approved  of  what  we  did.4 

Now  these  declarations  are  utterly  inconsistent  both  with 
the  true  character  of  the  negotiations  and  with  existing  con¬ 
stitutional  practice.  The  Crown  did  not  authorize  the  dele¬ 
gates  at  the  Quebec  Conference  to  conclude  a  binding  agree¬ 
ment  among  themselves.  All  that  was  sanctioned  by  the  des¬ 
patch  to  Lord  Mulgrave  was  a  conference  on  the  subject  of  a 
union  of  the  provinces  of  British  North  America.5 6  There  was 
no  grant  of  powers  to  conclude  a  treaty,  compact  or  binding 
agreement.  The  colonies  of  British  North  America  had  not 
acquired  in  1864  the  right  to  conclude  commercial  or  political 
engagements  either  between  themselves  or  with  other  coun¬ 
tries.  The  utmost  they  had  achieved  during  the  Reciprocity 
negotiations  in  1854  was  the  dubious  privilege  of  prior  con¬ 
sultation  before  the  terms  of  the  treaty  were  finally  arranged.® 
The  only  further  progress  towards  participation  in  the  making 
of  treaties  at  this  period  was  a  formal  undertaking  given  by 
Henry  Labouchere  in  1857  that  no  treaty  affecting  the  rights 
of  a  colony  would  be  concluded  without  the  consent  of  the  co¬ 
lonial  legislature.7  Even  in  this  important  feature  the  treaty 


4  Loc.  tit.,  p.  110. 

5  Despatch  from  the  Duke  of  Newcastle  to  the  Earl  of  Mulgrave, 
July  6,  1862;  “  .  .  .  I  should  see  no  objection  to  any  consultation  on  the 
subject  amongst  the  leading  members  of  the  Governments  concerned,  but 
whatever  the  result  of  such  consultation  might  be,  the  most  satisfactory 
mode  of  testing  the  opinion  of  the  people  of  British  North  America  would 
probably  be  by  means  of  Resolution  or  Address  prepared  in  the  Legis¬ 
lature  of  each  Province  by  its  own  Government.”  Sir  Joseph  Pope,  Con¬ 
federation  Documents  (Toronto:  Carswell  Co.,  1895).  Appendix  V,  p.  303. 

6  Journals  of  the  Legislative  Assembly  of  Nova  Scotia,  1854-55, 

pp.  568-570.  • 

7  Ibid.,  1857.  Appendix  No.  62,  p.  377. 
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analogy  is  falsified  by  the  procedure  adopted  with  respect  to 
the  Quebec  Resolutions.  As  I  shall  point  out  presently,  these 
resolutions  were  never  in  fact  submitted  to  the  Legislatures  of 
New  Brunswick  or  Nova  Scotia.  Only  in  the  Canadian  Legis¬ 
lature  did  they  receive  formal  legislative  approval.  They  were 
definitely  rejected  by  the  Legislature  of  Prince  Edward 
Island. 


There  is  also  a  further  objection  to  the  Quebec  Resolu¬ 
tions  as  constituting  a  treaty  or  binding  agreement.  -The 
Crown  as  advised  by  its  Ministers  in  Great  Britain,  whether 
exercising  its  powers  under  the  guise  of  treaty  negotia¬ 
tions  or  by  explicit  instructions,  could  not,  without  a  breach  of 
constitutional  propriety,  override  the  authority  of  the  Imperial 
Parliament  or  interfere  in  the  domestic  affairs  of  the  pro¬ 
vinces.  It  is  true  that  the  constitutions  of  the  Maritime  pro¬ 
vinces  did  not  have  a  statutory  basis  and  had  been  built  up 
and  altered  by  commissions  and  instructions  from  the  Crown. 
But  the  United  Provinces  of  Upper  and  Lower  Canada  pos¬ 
sessed  at  this  time  a  constitution  which  was  enacted  as  a  sta¬ 
tute  of  the  British  Parliament.  The  Crown  could  not  of  itself 
authorize  any  abandonment  of  that  constitution  or  any  varia¬ 
tion  of  its  terms.  That  power  lay  with  the  Imperial  Parlia¬ 
ment  which  had  passed  the  Union  Act  of  1840.  All  that  the 
Crown  as  advised  by  its  Ministers  in  Great  Britain  had  power 
to  do,  and  all  that  it  proposed  to  do  in  the  despatch  to  Lord 
Mulgrave  was  to  authorize  delegations  from  the  several  pro¬ 
vinces  to  confer  on  the  subject  of  union  in  order  that  the  Home 
Government  might  have  the  benefit  of  their  advice  before 
introducing  the  necessary  legislation  in  Parliament.  There 
was  no  grant  of  authority  to  conclude  a  treaty,  compact,  or 
binding  agreement  upon  matters  which  had  been  dealt  with 
by  the  Imperial  Parliament.  Moreover,  any  mandatory  in¬ 
structions  to  this  end  addressed  to  the  Governors  of  the  several 
provinces  would  have  been  a  questionable  violation  of  the  prin¬ 
ciples  of  responsible  government. 

In  the  second  place  the  task  of  drawing  up  a  new  con¬ 
stitution  for  the  provinces  of  British  North  America  attached 
to  the  function  of  legislation  and  did  not  lie  properly  within 
the  field  of  executive  action.  The  Crown  as  advised  by  its 
Ministers  in  the  several  provinces  did  not  possess  constituent 
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powers,  and  could  not  authorize  or  instruct  delegates  to  con¬ 
clude  a  binding  agreement  which  contemplated  such  radical 
changes  in  the  colonial  constitutions  as  were  proposed  by  the 
Quebec  Resolutions.  In  so  far  as  there  was  a  power  to  alter 
i  a  colonial  constitution  within  the  provinces  that  power  was 
legislative  in  character.  Two  questions  then  arise.  Did  the 
several  provincial  legislatures  authorize  their  respective  dele¬ 
gations  to  draw  up  a  scheme  of  union,  and  did  they  subse¬ 
quently  ratify  and  accept  the  resolutions  which  emerged  from 
the  Quebec  Conference  ?  As  to  the  first  qustion,  it  is  import¬ 
ant  to  observe  that  so  far  as  the  maritime  provinces  were 
concerned,  the  provincial  delegations  were  never  authorized 
by  their  legislatures  to  consider  the  proposal  for  a  union  of 
the  Provinces  of  British  North  America.  The  procedure  ac¬ 
tually  followed  is  set  forth  officially  in  the  Speech  from  the 
Throne  delivered  at  the  opening  of  the  Nova  Scotia  Legisla¬ 
ture  in  1865: 

At  the  opening  of  the  session,  the  Officer  then  administering  the 
Government  alluded  to  the  identity  of  the  interests  of  the  British  North 
American  Maritime  Provinces,  and  laid  before  you  a  proposal  for  de¬ 
vising  means  of  effecting  their  Union  under  one  Government.  The  con¬ 
sideration  which  you  then  gave  to  the  question  led  to  a  resolution  re¬ 
questing  the  Officer  administering  the  Government  to  appoint  Delegates, 
not  exceeding  five  in  number,  to  confer  on  that  subject  with  Delegates 
from  New  Brunswick  and  Prince  Edward  Island. 

When  invited  by  the  Governor- General  to  send  Delegates  to  Quebec 
to  discuss  the  wider  question,  I  considered  it  my  duty  to  obtain  previously 
the  consent  of  Her  Majesty’s  Government.  I  then  appointed  on  behalf 
of  this  Province,  the  same  gentlemen  who  had  represented  her  interests 
in  the  first  Conference.  The  second  Conference  commenced  its  sittings 
at  Quebec  on  the  10th  of  October,  and  did  not  conclude  them  till  the  29th 
of  the  month. 

The  result  of  their  labors,  proposing  a  Union  of  British  North 
America,  on  certain  conditions  embodied  in  Seventy-two  Resolutions  has 
already  been  made  public,  and  will  now  be  officially  communicated  to 
you  with  all  the  correspondence  connected  therewith.”8 

It  is  thus  apparent  that  in  Nova  Scotia,  and  the  same 
holds  true  of  the  other  maritime  provinces,  there  was  no  legis¬ 
lative  authorization  of  the  conference  with  delegates  from 
Canada  on  the  subject  of  a  union  of  British  North  America, 
'Nmuch  less  an  authorization  to  enter  into  a  binding  agreement 


8  Debates  of  the  Legislative  Assembly  of  Nova  Scotia,  1865-66,  p.  3. 


Compact  Theory  of  Confederation 


213 


to  this  end  with  the  other  provinces.  As  was  pointed  out  by 
Hon.  Albert  J.  Smith,  the  Anti-Confederate  leader  of  the  New 
Brunswick  Government  in  1865: 

If  it  was  necessary  for  the  delegates  appointed  to  discuss  a  Union 
of  the  Lower  Provinces  to  have  Legislative  authority,  how  much  more 
necessary  was  it  to  have  authority  to  discuss  this  larger  Union.  I  do 
not  think  another  case  can  be  found  of  a  Government  meeting  in  Con¬ 
ference  and  agreeing  to  a  scheme  making  an  organic  change  in  the  con¬ 
stitution  of  a  country.9 

The  next  point  to  consider  is  whether  the  Quebec  Reso¬ 
lutions,  regardless  of  the  manner  of  their  origin,  received  the 
subsequent  approval  of  the  several  provincial  legislatures.  On 
this  question  the  evidence  is  equally  conclusive.  When  dele¬ 
gates  were  authorized  by  Nova  Scotia,  New  Brunswick  and 
Prince  Edward  Island  to  consider  the  narrower  project  of  Mari¬ 
time  Union,  it  was  contemplated  that  whatever  agreement  was 
reached  at  Charlottetown  should  receive  the  sanction  of  the 
several  legislatures  before  any  attempt  was  made  to  imple¬ 
ment  it  by  constitutional  enactment.  In  the  same  manner  the 
delegates  at  the  Quebec  Conference  agreed  to  submit  the 
resolutions  of  that  conference  for  the  approval  of  the  several 
provincial  legislatures.10  It  is  a  matter  of  historical  record 
that  this  agreement  was  never  carried  out.  Only  in  the  Legis¬ 
lature  of  the  United  Provinces  were  the  Seventy-Two  Resolu¬ 
tions  submitted  for  approval  and  accepted  by  a  majority  of  the 
members.  In  Prince  Edward  Island  the  resolutions  were  re¬ 
jected  by  the  Legislature.  In  Newfoundland  their  discussion 
was  postponed  to  a  more  convenient  season.  In  Nova  Scotia, 
at  the  first  session  following  the  Conference,  Tupper  saw  that 
the  moment  was  not  propitious  for  their  submission,  and  de¬ 
ferred  action  by  securing  acceptance  of  a  resolution  which  re¬ 
vived  the  project  of  Maritime  Union  as  a  necessary  step  to¬ 
wards  the  larger  scheme.  In  New  Brunswick  a  general  elec¬ 
tion  was  held  at  which  the  Government  sponsoring  the  Quebec 
Resolutions  suffered  a  decisive  defeat  at  the  polls. 

Subsequently,  in  1866,  the  Imperial  Government  used  all 
the  pressure  at  its  command  to  further  the  scheme  of  union, 


9  Debates  of  the  Legislative  Assembly  of  New  Brunswick,  1865, 

p.  117. 

10  Resolution  70  of  the  Quebec  Conference. 
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and  due  in  large  measure  to  the  tactics  pursued  by  Gordon,  the 
Lieutenant-Governor  of  New  Brunswick,  the  Anti-Confederate 
administration  in  that  province  was  defeated,  and  following 
another  general  election  a  Government  was  formed  which  was 
favourable  to  Union.  But  even  then,  the  Quebec  Resolutions 
were  not  submitted  to  the  Legislature.  Instead,  a  course  was 
taken  which  reveals  I  think  the  true  position  of  the  provinces 
in  the  events  leading  to  the  passage  of  the  British  North 
America  Act.  The  resolution  adopted  by  the  Legislature  of 
New  Brunswick  on  the  subject  of  Confederation,  and  the  only 
resolution  expressing  legislative  approval  of  union,  makes  no 
reference  whatever  to  the  Quebec  Resolutions,  but  is  expressed 
in  the  following  terms: 

That  an  humble  Address  be  presented  to  His  Excellency  the  Lieu¬ 
tenant-Governor,  praying  that  His  Excellency  will  be  pleased  to  appoint 
Delegates  to  unite  with  Delegates  from  the  other  Provinces  in  arrang¬ 
ing  with  the  Imperial  Government  for  the  Union  of  British  North 
America  upon  such  terms  as  will  secure  the  just  rights  and  interests 
of  New  Brunswick,  accompanied  with  provisions  for  the  immediate  con¬ 
struction  of  the  Inter-Colonial  Railway,  each  Province  to  have  an  equal 
voice  in  such  Delegation,  Upper  and  Lower  Canada  to  be  considered  as 
separate  Provinces.11 

In  other  words  the  Delegation  from  New  Brunswick  was 
appointed  to  assist  and  advise  the  Imperial  Government  in  ar¬ 
ranging  terms  of  union  which  would  secure  the  just  rights 
and  interests  of  the  province.  The  only  express  condition  at¬ 
tached  by  the  legislature  to  this  representation  was  the  im¬ 
mediate  construction  of  the  Inter-Colonial  Railway. 

The  course  of  proceedings  in  Nova  Scotia  is  also  instruc¬ 
tive.  Here,  too,  the  Quebec  Resolutions  were  never  formally 
submitted  to  the  Legislature.  In  the  beginning  the  sentiment 
of  the  Assembly  was  distinctly  hostile  to  the  proposal  for 
union,  and  especially  to  the  scheme  as  set  forth  in  the  Quebec 
Resolutions.  The  change  in  opinion  was  due  in  large  measure 
to  the  persistent  pressure  of  the  Imperial  Government  and  the 
sympathetic  support  of  the  new  Lieutenant-Governor,  General 
Fenwick  Williams,  a  native  son  who  had  won  fame  as  the  hero 
of  Kars,  and  whose  appointment  as  Governor  was  a  shrewd 
move  on  the  part  of  those  who  believed  his  avowed  advocacy  on 


11  Journals  of  the  Legislative  Assembly  of  New  Brunswick,  1866, 
p.  153. 
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Confederation  would  not  be  without  its  influence  on  recalci¬ 
trant  members  of  the  assembly.  The  reversal  of  opinion  in 
Nova  Scotia,  however,  cannot  be  regarded  as  favourable  to 
the  Quebec  Resolutions.  Indeed,  Mr.  Miller,  the  gentleman 
who  was  mainly  responsible  for  the  Confederation  Resolution 
as  passed  by  the  Nova  Scotia  Legislature  in  1866  made  no 
secret  of  the  fact  that  his  chief  object  in  supporting  such  a 
resolution  was  to  prevent  the  acceptance  of  the  Quebec  Reso¬ 
lutions.  This  is  made  very  evident  by  the  following  quotation 
from  the  speech  delivered  by  Mr.  Miller  which  led  to  the  intro¬ 
duction  of  the  Confederation  Resolution: 

The  object  of  my  present  movement  is — and  I  fearlessly  avow  it — 
to  defeat  the  Quebec  scheme.  Before  it  is  too  late — before  we  are  borne 
down  by  the  powerful  influences  against  which  we  are  now  contending — 
while  yet  we  have  a  formidable  army  in  the  field,  while  our  opponents 
respect  our  strength  and  hesitate  at  an  engagement — is  it  not  wise  to 
seek  the  most  advantageous  terms  of  compromise 

If  the  Government  will  publicly  abandon  the  Quebec  scheme,  and 
introduce  a  resolution  in  favour  of  a  Federal  Union  of  British  America 
— leaving  the  details  of  the  measure  to  the  arbitrament  of  the  Imperial 
Government,  properly  advised  by  delegates  from  all  the  provinces,  I  pro¬ 
mise  them  my  cordial  support.  This  would  be  commencing  rightly.  By 
getting  the  endorsation  of  the  Legislature  in  the  outset — of  the  principle 
of  Union,  and  its  authority  to  enter  on  the  settlement  of  the  details  of  a 
scheme,  the  friends  of  the  measure  would  occupy  a  very  different  posi¬ 
tion  from  that  occupied  by  the  delegates  to  the  Quebec  Conference,  who 
went  to  Canada  in  1864  without  any  authority  from  Parliament.12 

To  this  proposal  Tupper  replied  in  the  following  terms : 

We  feel  that  difficulties  have  arisen  in  connection  with  the  Quebec 
scheme  which  require  such  an  arrangement  as  has  been  proposed  in  order 
to  remove  the  objections  that  exist.  I  can  only  say  in  reference  to  this 
matter,  that  Canada  has  accepted  the  basis  of  the  Quebec  scheme  by  a 
large  majority,  and  that  any  alteration  in  the  terms  obtained  from  the 
Imperial  Government  must  be  even  more  favourable  to  the  Maritime 
Provinces  .  .  . 

The  Imperial  Government  and  Parliament  will  have  an  opportunity 
of  largely  improving  that  scheme,  and  giving  us  an  amount  of  considera¬ 
tion  that  otherwise  we  might  not  obtain.  It  must  be  remembered  that 
let  Canada,  Nova  Scotia  and  New  Brunswick  pass  any  scheme  they 
please,  that  does  not  unite  British  North  America.  The  only  means  by 
which  we  can  be  united  is  by  an  act  of  the  Imperial  Parliament.  The 
Government  can  only  say  what  bill  they  will  submit  to  the  Imperial 
Parliament;  they  cannot  tell  what  will  come  out  of  that  Parliament. 


12  Debates  of  the  Legislative  Assembly  of  Nova  Scotia,  1866,  p.  189. 
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This  resolution  therefore  provides  all  the  guarantees  that  can  be  had 
for  a  plan  of  Union  being  adopted  by  the  Imperial  Parliament,  advised 
during  the  passage  of  the  Act  by  able  and  intelligent  representatives  of 
all  parties  while  it  is  under  consideration.13 

Under  these  circumstances  and  with  the  understanding 
referred  to  by  Tupper,  the  Nova  Scotia  Legislature  passed  the 
following  resolution: 

Whereas,  in  the  opinion  of  this  House  it  is  desirable  that  a  Confe¬ 
deration  of  the  British  North  American  Provinces  should  take  place. 

Resolved,  therefore,  that  his  Excellency  the  Lieutenant-Governor  be 
authorized  to  appoint  delegates  to  arrange  with  the  Imperial  Govern¬ 
ment  a  scheme  of  union  which  will  effectually  ensure  just  provisions  for 
the  rights  and  interests  of  this  Province,  each  Province  to  have  an  equal 
voice  in  such  delegation,  Upper  and  Lower  Canada  being  for  this  pur¬ 
pose  considered  as  separate  Provinces.14 

From  this  recital  of  the  events  which  preceded  and  fol¬ 
lowed  the  Quebec  Conference,  it  is  clear  that  the  Resolutions 
of  that  Conference  were  handicapped  from  the  beginning  by 
the  bar  sinister.  Their  birth,  so  far  as  the  maritime  provinces 
were  concerned,  was  illegitimate  and  they  were  never  accorded 
legal  recognition.  The  recapitulate  briefly,  up  to  the  meeting 
of  the  London  Conference  in  1866,  the  Quebec  Resolutions  had 
been  accepted  only  by  the  Legislature  of  the  United  Provinces 
of  Upper  and  Lower  Canada.  In  Nova  Scotia  and  New  Bruns¬ 
wick  they  had  been  abandoned  to  all  intents  and  purposes,  and 
the  only  point  upon  which  the  legislatures  of  the  provinces 
-were  of  a  common  mind  was  the  desirability  of  Confederation 

provided  it  could  be  effected  on  just  and  equitable  terms. _ So 

far  as  there  was  any  compact,  concensus,  or  general  agreement 
among  the  legislatures  of  the  provinces,  it  was  confined  to 
the  fact  of  union  and  did  not  extend  to  any  specific  terms  by 
which  that  union  was  to  be  achieved.  It  is  equally  clear  that 
the  Legislatures  of  New  Brunswick  and  Nova  Scotia  agreed  to 
leave  the  final  terms  of  Confederation  to  the  arbitrament  of 
the  Imperial  Government  and  Parliament,  as  advised  by  dele¬ 
gates  from  the  provinces.  Further  confirmation  of  this  view 
is  found  in  the  fact  that  the  legislatures  of  these  provinces  re¬ 
jected  proposals  whereby  the  scheme  arranged  at  London 
should  be  referred  back  to  the  provincial  legislatures  for  ap¬ 
proval  before  being  implemented  in  legislation  by  the  Imperial 


13  Loc.  cit.,  p.  222. 


14  Ibid.,  1866,  pp.  66-70. 
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Parliament.  The  true  function  of  the  provincial  delegations 
at  the  London  Conference  was  advisory  in  character.  The  de¬ 
tails  of  the  Act  of  Confederation  were  left  to  the  imperial 
authorities  with  the  counsel  and  assistance  of  representatives 
of  the  several  provinces.  It  is  true  that  the  Quebec  Resolu¬ 
tions  were  used  at  London  as  the  basis  of  the  proposals  which 
were  later  submitted  to  the  Imperial  Government,  but  this 
was  obviously  a  matter  of  convenience  since  the  majority  of 
the  Quebec  Resolutions  were  not  objected  to  by  the  delegates 
from  Nova  Scotia  and  New  Brunswick,  and  it  was  of  tactical 
importance  to  Macdonald  to  be  able  to  assert  that  the  Quebec 
scheme  was  the  true  foundation  of  the  Act  of  Confederation. 
There  is  an  interesting  sidelight  on  this  point  in  the  account 
of  the  discussions  at  the  London  Conference.  Mr.  McDougall, 
one  of  the  Canadian  representatives,  asked  if  the  Conference 
was  at  liberty  to  alter  the  Quebec  Resolutions.  Mr.  Ritchie 
declared  that  in  the  Legislature  of  Nova  Scotia  it  was  under¬ 
stood  that  all  matters  should  be  entirely  open.  The  New 
Brunswick  delegates  took  substantially  the  same  view.  Mac¬ 
donald’s  cryptic  reply  is  most  significant: 

We  are  quite  free  to  discuss  points  as  if  they  were  open,  although 
we  may  be  bound  to  adhere  to  the  Quebec  scheme.15 

As  a  matter  of  fact  substantial  changes  were  made  in 
the  Quebec  Resolutions  which  were  never  referred  back  to  the 
provincial  legislatures  but  were  effected  by  the  authority  of 
the  Imperial  Parliament.  These  changes  did  not  relate  merely 
to  matters  of  detail  but  affected  in  a  very  direct  way  the  ar¬ 
rangements  between  the  Dominion  and  the  provinces.  It 
would  not  be  going  too  far  to  say  that  in  this  respect  the  en¬ 
tire  procedure  by  which  the  Canadian  confederation  was  ac¬ 
complished  is  without  parallel  in  the  history  of  federal  gov¬ 
ernment.  There  was  never  any  ratification  of  the  actual  terms 
of  union  either  by  the  legislatures  or  by  the  peoples  of  the 
federated  provinces.  As  Confederation  was  accomplished  in 
legal  form  by  a  statute  of  the  Imperial  Parliament,  so  it  was 
accomplished  in  fact  by  the  persistent  pressure  of  the  Imperial 
Government  on  the  Governments  and  Legislatures  of  New 
Brunswick  and  Nova  Scotia. 


15 


Pope,  op.  cit.,  pp.  120-122. 
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For  the  purpose  of  emphasizing  the  peculiar  character 
of  the  federal  Constituion  of  Canada  it  may  be  useful  to  com¬ 
pare  the  preamble  of  the  British  North  America  Act  with  the 
preambles  of  two  other  federal  constitutions  for  which  final 
provision  was  made  by  the  Imperial  Parliament.  In  1871  an 
Act  of  Parliament  was  passed  establishing  the  federation  of 
the  Leeward  Islands.  The  preamble  of  this  Act  begins  as 
follows : 

Whereas  the  several  legislative  bodies  of  Her  Majesty’s  Leeward 
Islands  have,  by  certain  resolutions,  signified  their  desire  for  the  Union 
of  the  said  Islands  under  one  government  in  manner  therein  set  forth, 
and  have  requested  that  the  said  resolutions  may  be  embodied  in  an 
Act  of  the  Imperial  Parliament  with  all  such  provisions  as  may  be  ne¬ 
cessary  to  give  them  full  force  and  effect,  and  it  is  expedient  that  the 
said  union  should  be  established:  Be  it  enacted,  etc.16 

In  1900  an  Act  of  Parliament  was  passed  establishing 
the  Constitution  of  the  Commonwealth  of  Australia.  The 
preamble  of  this  Act  begins  as  follows  : 

Whereas  the  people  of  New  South  Wales,  Victoria,  South  Australia, 
Queensland,  and  Tasmania,  humbly  relying  on  the  blessing  of  Almighty 
God,  have  agreed  to  unite  in  one  indissoluble  Federal  Commonwealth 
under  the  Crown  of  the  United  Kingdom  of  Great  Britain  and  Ireland, 
and  under  the  Constitution  hereby  established:  Be  it  therefore  enacted, 
etc.17 

In  the  first  case  it  is  declared  that  the  several  legislative 
bodies  of  Her  Majesty’s  Leeward  Islands  had  agreed  to  certain 
resolutions  upon  which  the  union  of  the  islands  was  to  be 
based,  and  had  requested  that  these  resolutions  be  embodied  in 
an  Act  of  Parliament.  It  is  instructive  to  note  that  despite 
the  formal  and  regular  adherence  of  the  legislatures  of  the 
several  Islands  to  this  scheme  of  federation,  it  is  provided  in 
Section  30  of  the  Act  that  the  Constitution  may  be  amended 
by  the  general  legislature  “provided  that  every  such  law 
shall  be  reserved  by  the  said  Governor  for  the  signification  of 
Her  Majesty’s  pleasure.”  Under  such  a  provision,  oppor¬ 
tunity  was  afforded  to  any  member  of  the  federation  which 
might  feel  itself  prejudiced  by  such  an  amendment  to  make  its 


1(1  A.  P.  Newton,  Federal  and  Unified  Constitutions  (London:  Long¬ 
mans,  Green  &  Co.,  1923),  p.  263. 

17  Ibid.,  p.  324. 


Compact  Theory  of  Confederation 


219 


representations  to  the  Imperial  Government  within  the  time 
allowed  for  the  signification  of  Her  Majesty’s  pleasure.  In 
the  second  case  it  is  declared  that  the  people  of  the  several 
States  of  Australia  had  agreed  to  unite  under  the  specific 
terms  of  a  Constitution  which  was  to  be  embodied  in  an  Act 
of  the  Imperial  Parliament.  This  Constitution  also  provided 
a  procedure  for  its  own  amendment  which  was  approved  by 
the  electorates  of  the  several  States.18  When  we  come  to  the 
British  North  America  Act,  we  find  no  reference  either  to  the 
legislatures  or  the  people  of  the  several  provinces,  and  no 
provision  for  amendment.  The  preamble  is  expressed  in  the 
following  terms: 

Whereas  the  Provinces  of  Canada,  Nova  Scotia,  and  New  Brunswick 
have  expressed  their  Desire  to  be  federally  united  into  One  Dominion 
under  the  Crown  of  the  United  Kingdom  of  Great  Britain  and  Ireland, 
with  a  Constitution  similar  in  Principle  to  that  of  the  United  Kingdom: 
etc. 

In  other  words,  neither  the  legislatures  nor  the  people  of 
the  provinces  of  British  North  America  had  given  their  con¬ 
sent  to  the  terms  of  union  as  set  out  in  the  British  North 
America  Act.  The  Canadian  Legislature  had  accepted  the 
Quebec  Resolutions,  but  was  not  given  an  opportunity  to 
consider  the  changes  made  at  the  London  Conference.  The 
provinces  of  New  Brunswick  and  Nova  Scotia  had  expressed 
their  desire  to  be  federally  united,  but  approval  of  the  terms 
of  union  was  expressed  not  by  the  legislatures  or  by  the 
people,  but  by  the  Governments  of  these  provinces.  The  only 
legislative  authority  or  approval  behind  the  Canadian  Con¬ 
stitution  was  that  of  the  Imperial  Parliament.  The  only 
agreement  of  provincial  legislatures  was  confined  to  the  ac¬ 
ceptance  of  the  principle  of  a  federal  union.  The  so-called 
compact  of  the  Quebec  Resolutions  is  without  historical  or 
constitutional  basis.  The  London  Conference  was  an  advisory 
body.  There  is  no  'inference  from  /the  negotiations  that 
amendments  of  the  British  North  America  Act  were  to  be 
based  on  provincial  consent.  The  more  reasonable  position 
would  appear  to  be  that  if  a  province  felt  itself  aggrieved  by 


18  H.  E.  Egerton,  Federations  and  Unions  in  the  British  Empire 
(Oxford:  Clarendon  Press,  1911),  p.  65. 
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an  amendment  proposed  by  the  Dominion  Parliament,  its 
representations  might  be  referred  to  the  Imperial  Government 
for  consideration  before  the  proposed  amendment  was  imple¬ 
mented  by  imperial  legislation.  Certainly  such  a  procedure 
would  be  more  consistent  with  the  status  of  the  New  Bruns¬ 
wick  and  Nova  Scotia  delegations  at  the  final  negotiations, 
and  offers  the  most  plausible  explanation  of  the  omission  of  a 
specific  amendment  procedure  from  the  British  North 
America  Act,  assuming  that  such  an  omission  was  deliberate 
and  not  due  to  oversight. 

But  if  the  Quebec  Resolutions  did  not  constitute  a  treaty 
in  form  or  fact,  how  are  we  to  account  for  the  repeated  use 
of  the  word  “treaty”  by  leading  members  of  the  Conference? 
Are  we  to  conclude  that  regardless  of  the  confusion  of  thought 
and  language  in  the  debates  in  the  Canadian  Legislature  the 
resolutions  were  intended  by  the  delegates  to  operate  as  a 
binding  agreement  and  that  the  Constitution  to  be  based  upon 
them  was  not  to  be  altered  except  with  the  unanimous  consent 
of  the  contracting  parties?  I  have  already  indicated  certain 
reasons  why  this  view  cannot  be  adopted,  but  it  may  be  useful 
at  this  point  to  offer  a  possible  explanation  of  the  language 
used  by  Macdonald,  Cartier  and  others  with  reference  to  the 
scheme  elaborated  at  the  Quebec  Conference.  In  the  first 
place  it  is  significant  that  the  use  of  the  term  “treaty”  as 
applied  to  the  Quebec  Resolutions  is  confined  to  the  delegates 
from  the  United  Provinces.  I  have  examined  the  debates 
in  New  Brunswick  and  Nova  Scotia  with  some  care  and  no¬ 
where  do  I  find  that  the  resolutions  were  presented  in  these 
provinces  as  a  treaty.  On  the  contrary,  the  subsequent  actions 
of  the  delegates  from  New  Brunswick  and  Nova  Scotia  are 
entirely  inconsistent  with  the  view  that  they  were  regarded 
in  this  light. 

It  would  appear  then  that  there  had  been  no  formal 
understanding  at  Quebec  that  the  resolutions  should  be 
presented  to  the  several  legislatures  as  a  treaty,  but  that  their 
presentation  in  this  form  to  the  Legislature  of  the  United 
Provinces  was  simply  the  result  of  a  ministerial  decision  to 
adopt  a  manoeuvre  which  would  ensure  their  passage  with  the 
least  possible  delay  and  a  minimum  of  discussion  with  respect 
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to  details.  If  this  view  is  correct,  it  deprives  the  use  of  the 
word  treaty”  by  Macdonald,  Cartier  and  others  of  the  signifi¬ 
cance  attached  to  it  by  proponents  of  the  compact  theory.  It 
is  equally  important  to  observe  that  the  language  of  “treaty” 
and  ‘compact”  was  introduced  before  the  rejection  of  the 
Quebec  scheme  by  New  Brunswick  and  before  it  became  ap¬ 
parent  that  the  resolutions  would  have  to  be  modified  in  im¬ 
portant  respects  before  the  Nova  Scotia  Legislature  would  ex¬ 
press  approval.  This  being  the  case,  it  seems  reasonable  to 
conclude  that  the  use  of  the  word  “treaty”  as  applied  to  the 
Quebec  Resolutions  in  the  Canadian  Legislature  was  either 
purely  rhetorical  or  was  adopted  as  a  means  of  confining  dis¬ 
cussion  to  the  acceptance  or  rejection  of  the  resolutions  in  toto. 
It  may  be  readily  admitted  that  there  was  an  obvious  advan¬ 
tage  in  securing  a  general  agreement  on  the  proposals  which 
should  be  presented  to  the  Imperial  Government  as  the  com¬ 
mon  views  of  the  provinces  at  the  final  conference  in  London. 
But  even  when  this  is  conceded,  it  does  not  follow  that  the 
constitution  growing  out  of  this  agreement  should  be  regarded 
as  a  treaty  or  binding  compact  in  relation  to  any  future  altera¬ 
tion  of  its  terms.  On  this  point  it  is  pertinent  to  ask  if  the 
conduct  of  the  leading  members  of  the  several  provincial  dele¬ 
gations  who  afterwards  held  ministerial  office  in  the  Dominion 
Government  is  consistent  with  the  view  that  they  regarded  the 
Quebec  or  London  Resolutions  as  a  treaty  or  compact  which 
could  only  be  altered  by  the  unanimous  consent  of  the  con¬ 
tracting  parties.  The  answer  to  this  question  brings  me  to 
the  next  stage  of  my  enquiry,  namely,  an  examination  of  the 
actual  practice  which  has  been  followed  since  Confederation 
in  securing  alterations  of  the  terms  of  the  British  North 
America  Act. 

During  the  past  sixty  years  the  terms  of  the  British  North 
America  Act  have  been  altered  at  quite  frequent  intervals, 
though  not  often  by  the  formal  process  of  amendment.  It  has 
so  happened  that  revisions  of  the  financial  terms  of  union  have 
usually  been  accomplished  by  legislation  of  the  Dominion 
Parliament  and  have  not  involved  the  statutory  amendment 
of  the  British  North  America  Act.  Nevertheless,  when  it  was 
proposed  to  extend  better  terms  to  Nova  Scotia  in  1869,  it 
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was  argued  very  forcefully  by  Edward  Blake  that  this  was  a 
substantive  change  in  the  terms  of  Confederation  and  ought 
to  be  effected  by  the  process  of  constitutional  amendment,  and 
Mr.  Holton,  on  the  second  reading  of  the  bill,  moved  as  follows : 

That  in  the  opinion  of  this  House  any  disturbance  of  the  financial 
arrangements  respecting  the  several  provinces  provided  for  in  the  Bri¬ 
tish  North  America  Act,  unless  assented  to  by  all  the  provinces,  would 
be  subversive  of  the  system  of  government  under  which  the  Dominion 
was  constituted.19 

This  resolution,  which  was  in  effect  a  formal  enunciation 
of  the  compact  theory  of  Confederation,  was  rejected  by  a 
Government  presided  over  by  Sir  John  Macdonald  and  by  a 
House  of  Commons  which  included  among  its  members  not  a 
few  of  the  delegates  who  had  represented  their  provinces  at  the 
Quebec  Conference.  It  is  interesting  to  note  that  the  division 
lists  reveal  that  Macdonald,  Cartier,  Galt,  Tilley  and  Tupper' 
voted  against  the  acceptance  of  the  doctrine  of  unanimous  con¬ 
sent  as  set  forth  in  this  resolution.20  Two  years  later  the  ques¬ 
tion  of  provincial  consent  was  revived  during  the  discussion 
of  the  draft  bill  which  was  proposed  to  the  Imperial  Parliament 
for  the  purpose  of  removing  doubts  as  to  the  competence  of  the 
Canadian  Parliament  to  pass  the  Manitoba  Act.  On  this  oc¬ 
casion,  Mr.  Mills  proposed  a  series  of  resolutions  protesting 
against  the  procedure  followed  by  the  Government.  The  last 
of  these  resolutions  was  as  follows : 

That  the  representative  legislatures  of  the  Provinces  now  embraced 
by  the  Union  have  agreed  to  the  same  on  a  Federal  basis,  which  has  been 
sanctioned  by  the  Imperial  Parliament.  This  House  is  of  opinion  that 
any  alteration  by  Imperial  Legislation  of  the  principle  of  representation 
in  the  House  of  Commons,  recognized  and  fixed  by  the  51st  and  52nd 
sections  of  the  British  North  America  Act,  without  the  consent  of  the 
several  provinces  that  were  parties  to  the  compact,  would  be  a  violation 
of  the  Federal  principle  in  our  constitution,  and  destructive  of  the  inde¬ 
pendence  and  security  of  the  Provincial  Governments  and  Legislatures.21 

This  resolution  contains  the  second  definite  assertion  of 
the  compact  theory  following  the  creation  of  the  Dominion. 
0?nce  more  the  government  declined  to  give  approval  to  the 
principle.  The  provinces  were  not  consulted  and  there  was 


19  Journals  of  the  House  of  Commons  (Canada)  1869,  p.  260. 

20  Ibid. 

21  Ibid.,  1871,  p.  254. 


Compact  Theory  of  Confederation  223 

no  united  protest  on  their  part  against  the  procedure  that  was 
followed. 

In  1886,  the  British  North  America  Act  was  formally 
amended  by  an  imperial  statute  pursuant  to  a  Joint  Address  of 
the  Dominion  Parliament.  The  purpose  of  the  amendment  was 
to  enable  that  Parliament  to  provide  representation  in  the 
Senate  and  House  of  Commons  for  the  territories.  Since  this 
proposal  when  adopted  would  have  a  potential  effect  on  the 
balance  of  representation  as  between  east  and  west,  it  would 
appear  to  have  been  a  matter  in  which  the  provinces  were 
vitally  concerned,  but  they  were  not  consulted  by  the  Dominion 
Government  and  never  gave  their  consent  to  the  amendment 
which  was  enacted  by  the  Imperial  Parliament  in  accordance 
with  the  Joint  Address. 

There  is  not  time  to  enter  into  a  detailed  examination  of 
other  amendments  of  the  British  North  America  Act.  It  will 
suffice  to  say  that  while  in  certain  cases  amendments  affecting 
a  certain  province  or  a  group  of  provinces  have  been  passed 
after  consultation,  as  for  example,  the  amendment  of  1930, 
providing  for  the  return  of  the  natural  resources  to  the 
western  provinces,  the  only  case  in  which  all  the  provinces 
were  consulted  as  a  preliminary  to  an  amendment  was  on  the 
occasion  of  the  revision  of  provincial  subsidies  in  1907.  This 
precedent  has  been  cited  in  support  of  the  compact  theory 
of  unanimous  consent,  and  Sir  George  Ross  in  his  book  en¬ 
titled  The  Canadian  Senate,  has  expressed  the  view  that  it 
marks  the  definite  acceptance  by  the  Dominion  Parliament  of 
the  compact  theory  of  Confederation.  He  states : 

It  was  not  till  1907  that  the  Parliament  of  Canada  formally  admit¬ 
ted  the  doctrine  of  consent.  The  Subsidy  Act  of  1907,  by  which  the  al¬ 
lowances  to  the  Provinces  provided  in  the  Union  Act  were  to  be  substan¬ 
tially  increased,  was  based  upon  the  assent  of  all  the  Provinces  by  their 
Legislatures  or  representatives,  and  thus  Parliament  recognized  for  the 
first  time  that  the  Union  Act  was  a  treaty,  to  be  amended  only  with  the 
consent  of  the  parties  that  were  bound  by  it.22 

There  is  little  confirmation  of  this  opinion  in  the  pro¬ 
cedure  adopted  with  respect  to  later  amendments.  The  pre- 


22  Sir  George  Ross,  The  Canadian  Senate  (Toronto:  Copp  Clark  Co., 
1914),  p.  115. 
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cedent  of  1907  stands  alone.  It  it  without  ancestors  and 
without  descendants.  It  was  created  to  meet  the  special  cir¬ 
cumstances  of  a  general  revision  of  subsidies  payable  to  the 
provinces.  Hitherto  the  provinces  themselves,  individually 
and  by  groups,  had  been  quite  willing  to  disturb  the  financial 
basis  of  Confederation  without  invoking  the  doctrine  of  unani¬ 
mous  consent.  It  may  be  said  in  all  fairness  that  they  had 
connived  at  the  repudiation  of  the  compact  theory  whenever 
it  was  to  their  advantage  to  do  so.  The  Dominion  now  wished 
to  avoid  these  periodic  disturbances  of  the  financial  terms  of 
union,  and  the  summoning  of  the  Dominion-Provincial  Con¬ 
ference  was  for  the  purpose  of  obtaining  a  final  and  unalter¬ 
able  settlement  without  incurring  the  ill-will  of  any  province 
which  believed  it  had  legitimate  claims  against  the  Dominion 
Treasury.  As  Sir  Wilfred  Laurier  expressed  it: 


We  thought  we  could  not  do  better  than  have  a  friendly  conference 
with  the  provinces,  and  ascertain  what  was  the  most  they  deemed  requi¬ 
site  in  order  to  prevent  their  coming  again  to  Ottawa  and  knocking  at 
the  door  of  parliament.23 


In  other  words,  this  method  was  adopted  as  a  matter  of 
convenience  and  was  not  intended  to  operate  as  a  formal 
acknowledgement  of  the  theory  of  provincial  consultation  and 
consent.  The  Joint  Address  of  the  Dominion  Parliament 
upon  which  the  amending  statute  was  based  does  not  differ 
in  form  or  phraseology  from  those  which  have  been  passed 
when  the  provinces  have  not  been  consulted.  Moreover,  there 
is  nothing  in  the  preamble  to  the  Act  which  suggests  that  the 
proposal  for  amendment  had  been  made  after  consultation 
with  the  proinces.  It  is  equally  important  to  observe  that  if 
the  1907  procedure  created  a  precedent  for  consultation  with 
the  provinces,  it  certainly  does  not  constitute  a  precedent  for 
the  more  important  aspect  of  the  compact  theory  which  re¬ 
quires  not  only  consultation  but  the  unanimous  consent  of  the 
provinces  as  a  preliminary  to  constitutional  amendment.  Jn 
this  case,  British  Columbia  was  not  a  consenting  party  to  the 
settlement  arrived  at,  but  this  did  not  prevent  the  Dominion 
Parliament  from  proceeding  with  the  Joint  Address,  nor  did 
it  prevent  the  Imperial  Parliament  from  passing  the  amending 


23  House  of  Commons  Debates  (Canada)  1907,  Vol.  Ill,  p.  5304. 
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Act.  To  sum  up,  the  practice  hitherto  adopted  with  respect 
to  the  amendment  of  the  , British  North  America  Act  is  defi- 
nately  against  the  implications  of  the  compact  theory.  The 
principle  of  unanimous  consent  has  never  been  conceded  by 
the  Dominion,  and  where  the  provinces  have  been  consulted 
in  certain  cases  this  procedure  has  been  adopted  as  a  measure 
of  convenience  and  has  not  been  conceded  as  a  matter  of  right. 
Moreover,  with  regard  to  the  frequent  disturbance  of  the 
financial  foundations  of  Confederation,  the  provinces  have 
themselves  adopted  a  position  which  is  wholly  inconsistent 
with  the  compact  theory. 

Having  considered  the  basis  of  the  compact  theory  in 
Canadian  history  and  precedent,  I  come  now  to  the  general 
theory  and  practice  of  federal  government  in  relation  to  the 
procedure  of  constitutional  amendment.  In  the  history  of 
federalism  a  distinction  has  grown  up  between  two  main 
types  of  federations.  In  the  one  case,  the  bond  of  union  is 
loose  and  is  attached  not  so  much  to  the  peoples  of  the  federa¬ 
ted  states  as  to  their  governments.  This  type  is  known  as  a 
“Confederation”  or  Staatenbund.  As  Professor  Newton  has 
defined  it: 

The  states  are  connected  together  by  a  compact  which  does  not  es¬ 
sentially  differ  from  an  ordinary  treaty  of  alliance,  and  the  internal 
sovereignty  of  each  state  remains  unimpaired,  for  the  resolutions  of  the 
federal  body  are  not  enforced  upon  individual  citizens,  but  through  the 
agency  of  each  state  government  which  gives  to  them  the  force  of  law.24 

As  distinguished  from  this  loose  type  of  federation  there 
is  the  “federal  state”  or  Bundestaat  which  may  be  described 
as: 

.  .  .  a  perpetual  union  of  several  sovereign  states  based  first  upon 

a  treaty  between  those  states  or  upon  some  historical  status  common  to 
them  all,  and  secondly  upon  a  federal  constitution  accepted  by  their 
citizens.  The  central  government  acts  not  only  upon  the  associated 
states  but  also  directly  upon  their  citizens.25 

This  distinction,  it  should  be  pointed  out,  is  not  always 
clearly  marked,  and  there  has  been  much  confusion  of  thought 
in  the  use  of  the  term  “Confederation.”  It  is  evident,  however, 
on  any  examination  of  the  British  North  America  Act  that 


24  Newton,  op.  cit.,  p.  5. 


25  Ibid. 
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the  federal  constitution  of  Canada  belongs  to  the  second  type 
rather  than  to  the  first.  It  does  not  simply  set  out  terms  of 
association  between  sovereign  states  for  particular  purposes, 
but  actually  creates  a  new  political  entity,  and  provides  a 
central  government  with  wide  authority  over  the  citizens  of 
the  citizens  of  the  federated  provinces.  So  far  as  the  dis¬ 
tinction  suggested  by  Newton  has  real  validity,  the  term 
“Confederation”  as  applied  to  the  Canadian  union  is  a  mis¬ 
nomer.  What  was  actually  set  up  by  the  British  North 
America  Act  was  a  federal  state  or  federation.  Certainly  it 
was  in  this  sense  that  it  was  designed  by  Macdonald  and 
other  delegates  at  the  Quebec  Conference  who  were  strongly 
predisposed  to  a  legislative  union.  On  this  point  Macdonald’s 
testimony  is  worth  quoting: 

The  true  principle  of  Confederation  lay  in  giving  to  the  General 
Government  all  the  principles  and  powers  of  sovereignty,  and  that  the 
subordinate  or  individual  states  should  have  no  powers  but  those  ex¬ 
pressly  bestowed  upon  them.  We  should  have  thus  a  powerful  Central 
Legislature,  and  a  decentralized  system  of  minor  legislatures  for  local 
purposes.  These,  sir,  were  the  opinions  I  uttered  in  a  speech  delivered 
in  1861,  and  I  say  that  the  Constitution  which  this  House,  by  a  majority 
of  three  to  one,  has  carried  out  so  far  as  it  is  concerned  is,  in  spirit  and 
letter,  that  which  I  then  pointed  out.26 

Now  the  compact  theory  of  unanimous  consent  cannot  be 
attached  to  this  type  of  federation.  So  far  as  it  has  any 
antecedents  in  the  history  of  federal  government,  they  are  to 
be  found  in  the  experience  of  Confederations  as  defined  by 
Newton,  and  of  which  an  excellent  example  is  offered  by  the 
Constitution  of  the  United  States  between  1781  and  1789. 
During  this  critical  period  of  their  history  the  thirteen  states 
were  governed  by  an  instrument  known  as  “The  Articles  of 
Confederation.”  This  Constitution  was  phrased  in  the  man¬ 
ner  of  a  treaty,  and  was  adopted  by  the  legislatures  of  the 
several  states  before  it  came  into  effect.  Here  the  doctrine  of 
unanimous  consent  was  not  left  to  inference  but  was  actually 
incorporated  in  the  Constitution.  In  its  thirteenth  article  it 
provided  as  follows: 

Nor  shall  any  alteration,  at  any  time  hereafter,  be  made  in  any  of 
them  (the  Articles  of  Confederation)  unless  such  alteration  be  agreed 


26  Debates  on  Confederation,  pp.  1002-1003. 
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to  in  a  Congress  of  the  United  States,  and  be  afterwards  confirmed  by 
the  legislature  of  every  state.27 

The  fate  of  this  Constitution  is  well-known.  It  was 
abandoned  because  it  proved  to  be  unworkable.  As  a  matter 
of  fact,  it  brought  the  United  States  to  the  verge  of  anarchy, 
and  the  main  cause  of  its  failure  was  the  requirement  of  un¬ 
animous  consent  of  the  states  for  its  amendment.  Alexander 
Hamilton,  a  very  shrewd  observer,  has  this  to  say  of  it: 

A  sixtieth  part  of  the  Union,  which  is  about  the  proportion  of  Dela- 
waie  and  Rhode  Island,  has  several  times  been  able  to  oppose  an  entire 
bar  to  its  operations.  .  .  .  When  the  concurrence  of  a  large  number  is 
required  by  the  Constitution  to  the  doing  of  any  national  act,  we  are 
apt  to  rest  satisfied  that  all  is  safe,  because  nothing  improper  will  be 
likely  to  be  done ;  but  we  forget  how  much  good  may  be  prevented,  and 
how  much  ill  may  be  produced,  by  the  power  of  hindering  the  doing  what 
may  be  necessary  and  of  keeping  affairs  in  the  same  unfavourable  pos¬ 
ture  in  which  they  may  happen  to  stand  at  particular  periods.28 

In  the  case  of  true  federal  states  there  is  no  precedent 
whatever  for  the  compact  theory  as  advanced  in  Canada. 
Provision  is  made  as  a  rule  for  the  participation  of  the  state 
legislatures  or  electorates  in  the  amendment  procedure  as  in 
the  case  of  the  United  States,  Australia,  and  Switzerland,  but 
there  is  no  support  in  the  theory  or  practice  of  federal  gov¬ 
ernment  for  the  requirement  of  unanimous  consent  of  the 
constituent  states  of  a  federal  union  as  a  preliminary  to  con¬ 
stitutional  amendment. 

Finally,  on  grounds  of  practical  convenience  the  com¬ 
pact  theory  of  Confederation  is  wholly  untenable  as  applied 
to  the  conditions  existing  in  Canada.  The  economic  interests  | 
of  the  several  provinces  or  groups  of  provinces  are  dissimilar. 
Provincial  sentiment  slumbers  but  does  not  sleep.  Differences 
of  race  and  religion  are  a  potential  cause  of  misunderstanding 
and  friction.  A  single  province  sometimes  labours  under  a 
deep  sense  of  injustice  against  the  Dominion  Government. 
The  interests  of  the  extremities  of  the  Dominion  are  frequent¬ 
ly  in  opposition  to  the  interests  of  the  central  provinces.  With 
such  elements  of  instability  in  the  political  situation,  consider 
the  latent  dangers  in  the  doctrine  of  unanimous  consent. 


27  Newton,  op.  cit.,  p.  77. 

The  Federalist,  No.  22,  pp.  114-15. 
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If  the  compact  theory  were  accepted  with  all  its  implications, 
an  amendment  of  the  British  North  America  Act  might  be 
effectively  countered  by  a  single  province.  The  representa¬ 
tives  of  one  hundred  thousand  people  in  Prince  Edward  Island 
might  set  at  naught  the  will  of  nine  million  in  the  other  prov¬ 
inces.  There  could  be  no  more  effective  brake  on  the  develop¬ 
ment  of  our  national  institutions.  No  adequate  means  would 
exist  to  give  effect  to  the  national  will.  Our  constitution 
would  tend  to  become  rigid  at  a  time  when  changing  currents 
of  social  and  economic  thought  call  for  a  serious  re-considera- 
tion  of  the  distribution  of  powers  and  delimitation  of  fields 
of  taxation  as  laid  down  at  Confederation.  The  purpose  of 
unanimous  consent  is  security  through  stability.  But  political 
societies  are  not  static  but  progressive.  If  their  needs  and 
aspirations  grow  with  the  times,  stability  of  constitutional 
arrangements  will  produce  friction  instead  of  security.  It 
is  the  virtue  of  the  English  constitution  that  it  can  adapt  itself 
readily  to  any  change  in  the  temper  of  the  nation,  or  any 
demand  for  an  extension  or  contraction  of  the  boundaries  of 
political  action.  With  a  federal  constitution  this  quality  of 
flexibility  is  not  attainable  to  the  same  degree  for  the  con¬ 
stitution  is  a  written  one  and  necessarily  calls  for  a  more 
formal  procedure  of  amendment.  Within  those  limits,  how¬ 
ever,  which  are  inherent  in  federalism,  there  ought  to  be  an 
effort  to  obtain  the  maximum  of  flexibility  consistent  with  a 
reasonable  security  to  the  legitimate  aims  and  interests  of 
minorities  and  provinces. 

Moreover,  there  is  another  consequence  of  the  compact 
theory  which  is  closely  related  to  the  paper  which  is  to  follow. 
If  the  doctrine  of  unanimous  consent  should  be  adopted  in 
the  amendment  of  the  British  North  America  Act,  it  would 
leave  the  future  development  of  the  Canadian  Constitution 
very  largely,  if  not  wholly,  in  the  hands  of  the  courts,  and 
particularly  in  the  hands  of  the  Judicial  Committee  of  the 
Privy  Council.  The  rigidity  of  our  amendment  procedure 
would  frustrate  the  will  of  the  Canadian  people  in  the  field  of 
legislative  amendment,  and  the  prevailing  system  of  judicial 
appeals  would  deny  to  the  Canadian  Supreme  Court  the  power 
of  giving  constitutional  direction  by  judicial  interpretation. 
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This  is  not  a  situation  which  is  pleasant  to  contemplate.  It 
would  be  hollow  mockery  to  speak  of  Canada  as  enjoying  a 
national  status  when  the  amendment  of  its  constitution  was 
placed  beyond  the  legislative  control  of  its  people,  and  its 
judicial  interpretation  beyond  the  influence  of  Canadian 
opinion  and  sentiment  upon  the  court  of  final  appeal. 

At  the  close  of  the  first  stage  of  this  enquiry,  I  pointed 
out  that  there  was  no  clear  inference  from  the  Confederation 
negotiations  that  amendments  of  the  British  North  America 
Act  were  to  be  based  on  provincial  consent,  and  suggested 
that  a  more  reasonable  historical  interpretation  would  lead 
to  the  conclusion  that  if  a  province  felt  itself  prejudiced  by  an 
amendment  proposed  by  the  Dominion  Parliament,  its  repre¬ 
sentations  to  this  end  might  be  referred  to  the  Imperial  Gov¬ 
ernment  for  consideration  before  the  proposed  amendment 
was  implemented  by  imperial  legislation.  It  is  interesting 
to  discover  that  as  late  as  1907,  this  view  seems  to  have  been 
supported  by  Mr.  Winston  Churchill,  then  Under-Secretarv 
for  the  Colonies,  on  the  occasion  of  the  revision  of  provincial 
subsidies  in  that  year.  Being  dissatisfied  with  the  terms  of 
the  Joint  Address  of  the  Dominion  Parliament,  Sir  Richard 
McBride,  who  was  then  Premier  of  British  Columbia,  went 
to  London  and  endeavoured  to  prevent  the  arrangement  from 
going  through  in  the  form  proposed  by  the  Dominion  Parlia¬ 
ment,  and  if  possible  to  secure  an  arbitration  of  British 
Columbia’s  special  claims.  He  failed  in  his  main  object,  but 
Mr.  Churchill,  in  introducing  the  amending  bill  in  the  House 
of  Commons,  made  this  very  significant  observation: 

He  would  be  very  sorry  if  it  were  thought  that  the  action  which  His 
Majesty’s  Government  had  decided  to  take  meant  that  they  had  decided 
to  establish  as  a  precedent  that,  whenever  there  was  a  difference  on  the 
Constitutional  question  between  the  Federal  Government  and  one  of  the 
Provinces,  the  Imperial  Government  would  always  be  prepared  to  accept 
the  Federal  point  of  view,  as  against  the  Provincial.  In  deference  to 
the  representations  of  British  Columbia,  the  words  “final  and  unalter¬ 
able”  applying  to  the  revised  scale,  have  been  omitted  from  the  Bill.29 

If,  as  indicated  in  this  declaration,  the  Imperial  Govern¬ 
ment  in  1907  felt  itself  entitled  to  decide  as  between  the  re- 


29  Parliamentary  Debates,  4th  series,  Vol.  175,  p.  1616. 
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quest  of  the  Dominion  and  the  claims  of  a  province  with 
respect  to  a  particular  amendment,  it  is  obvious  that  with 
the  abdication  by  the  Imperial  Government  of  legislative 
authority  over  the  Dominions  in  accordance  with  the  terms 
of  the  Statute  of  Westminster,  a  constitutional  void  will  be 
created  which  must  be  filled  by  appropriate  action  of  the 
Canadian  people.  That  void  cannot  be  filled  with  a  formula 
so  weak  and  unsubstantial  as  the  compact  theory  has  proved 
to  be.  In  this  paper  I  have  not  attempted  to  deal  with  any 
alternative  to  the  amendment  procedure  implied  in  the  doc¬ 
trine  of  unanimous  consent.  My  purpose  has  been  to  reveal 
the  fallacies  of  that  doctrine  and  to  point  out  the  grave 


dangers  that  would  attend  its  acceptance.  It  would  appear  that 
federal  practice  and  political  expediency  call  for  a  limited 
measure  of  provincial  consultation  and  consent  in  the  future 
amendment  of  the  Canadian  Constitution,  and  for  definite 
guarantees  with  respect  to  the  rights  of  certain  minorities. 
But  that  is  a  far  different  proposal  from  the  logical  implica¬ 
tions  of  the  compact  theory.  The  alarming  feature  of  that| 
theory  is  the  doctrine  of  unanimous  consent  which  has  been 
based  upon  it.  It  is  essential  that  an  amendment  procedure 
should  be  adopted  in  the  near  future  which  will  set  at  rest 
the  present  uncertainty  and  make  it  possible  for  the  will  of  the 
Canadian  people  to  prevail  in  the  conscious  development  of 


their  own  Constitution.  The  first  task,  however,  is  to  remove 
the  barbed-wire  that  has  been  set  in  our  path  by  the  propo¬ 
nents  of  the  compact  theory  of  Confederation.  This  must  be 
cut  down  and  destroyed  if  the  major  objective  is  to  be  at¬ 
tained. 


THE  DEVELOPMENT  OF  CANADIAN  FEDERALISM 

F.  R.  SCOTT 

The  Canadian  constitution  at  the  time  of  its  creation 
presented  to  the  world  of  political  science  a  novel  combina¬ 
tion  of  constitutional  principles.  England’s  great  contribution 
had  been  parliamentary  and  responsible  government;  the 
United  States  had  shown  that  federalism  was  the  system  best 
adapted  to  a  disunited  people  scattered  over  wide  areas. 
Canada  was  the  first  nation  to  weld  these  conceptions  into  a 
new  whole,  and  in  so  doing  she  produced  a  constitution  which, 
it  was  agreed,  embodied  the  virtues  of  both  its  prototypes. 
But  virtues,  particularly  borrowed  virtues,  are  more  easily 
adopted  than  retained.  In  the  years  that  have  elapsed  since 
1867  so  many  changes  have  occurred  in  the  practice  both  of 
our  parliamentary  government  and  our  federalism  that  little 
remains  of  them  save  the  written  words  of  the  British  North 
America  Act,  to  whose  supposed  rigidity  the  Canadian  public 
is  desperately  clinging  in  the  amusing  belief  that  by  so  doing 
it  is  preventing  itself  from  being  swept  along  by  the  forces  of 
social  evolution.  If  we  forget  for  a  moment  the  pretty  maxims 
which  we  learned  at  school  about  parliament  making  laws  and 
turning  out  ministries,  and  look  the  facts  in  the  face,  what 
do  we  find  has  become  of  our  cherished  institutions  of  parlia¬ 
mentary  and  responsible  government?  They  have  materially 
altered  their  nature,  changed  on  the  one  hand  by  cabinet 
dictatorship,  bred  of  patronage  out  of  party  politics,  and 
on  the  other  hand  by  commission  government,  the  wet- 
nurse  of  that  rickety  infant  Canadian  socialism.  What  has 
become  of  our  federalism?  It  is  a  legal  morass  in  which  ten 
governments  are  always  floundering;  a  boon  to  lawyers  and 
obstructionist  politicians,  but  the  bane  of  the  poor  public 
whose  pathetic  plea  is  simply  for  cheap  and  efficient  govern¬ 
ment.  But  this  brings  me  to  the  subject  of  this  paper. 

Since  my  aim  is  to  trace  the  development  of  Canadian 
federalism,  it  is  necessary  that  I  should  attempt  to  reconstruct 
the  original  agreement  of  1867  in  regard  to  the  manner  in 
which  legislative  powers  were  to  be  distributed  between  the 
Dominion  and  the  provinces.  This  is  not  really  as  difficult  a 
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matter  as  it  sounds ;  it  is  not  nearly  so  difficult  as  attempting 
to  state  the  present  distribution  of  powers.  The  sources  for 
such  a  reconstruction  are  the  obvious  ones:  the  proceedings 
and  resolutions  of  the  Quebec  and  London  Conferences,  the 
explanatory  statements  of  the  public  men  of  the  time,  the 
words  of  the  B.N.A.  Act  and  early  judicial  pronouncements 
upon  them  by  Canadian  judges.  From  this  evidence  one  may 
gather  the  ideas  which  were  the  basis  of  our  federalism.  The 
extraordinary  thing  about  these  ideas  is  that  everyone  at  that 
time  seemed  to  understand  what  they  were.  Both  the  oppon¬ 
ents  and  the  supporters  of  Confederation  agreed  upon  what 
sort  of  federal  arrangement  was  being  made;  they  differed 
only  about  the  outcome  and  the  value  of  the  arrangement. 

Turning  then  to  the  sources  indicated,  we  find  the  follow¬ 
ing  conception  emerges,  clear  and  definite.  The  basis  for  the 
distribution  of  legislative  powers  was  to  be  this — all  matters 
of  national  importance  were  to  go  to  the  national  parliament, 
all  matters  of  merely  local  importance  in  each  province  were 
to  remain  subject  to  exclusive  provincial  control.  This  is  de¬ 
clared  explicitly  by  the  second  of  the  Quebec  Resolutions, 
which  reads  as  follows : 

2.  In  the  Federation  of  the  British  North  American  Provinces  the 
system  of  government  best  adapted  under  existing  circumstances  to 
protect  the  diversified  interests  of  the  several  Provinces,  and  secure 
efficiency,  harmony,  and  permanency  in  the  working  of  the  Union, — 
would  be  a  General  Government  charged  with  matters  of  common  in¬ 
terest  to  the  whole  country,  and  Local  Governments  for  each  of  the 
Canadas  and  for  the  Provinces  of  Nova  Scotia,  New  Brunswick  and 
Prince  Edward  Island,  charged  with  the  control  of  local  matters  in 
their  respective  sections,  provision  being  made  for  the  admission  into 
the  Union  on  equitable  terms  of  Newfoundland,  the  North  West  Terri¬ 
tory,  British  Columbia,  and  Vancouver. 

Nothing  could  be  plainer  than  those  words,  and  they  are 
emphasized  by  many  of  the  Fathers  of  Confederation  who 
spoke  upon  the  subject.  Macdonald  said: 

In  the  proposed  constitution  all  matters  of  general  interest  are  to 
be  dealt  with  by  the  general  legislature;  while  the  local  legislatures  will 
deal  with  matters  of  local  interest,  which  do  not  affect  the  Confedera¬ 
tion  as  a  whole,  but  which  are  of  the  greatest  importance  to  their  par¬ 
ticular  sections.1 


1  Debates  of  the  Parliament  of  the  Province  of  Canada  on  Con¬ 
federation  (Quebec:  Hunter-Rose,  1865),  p.  30. 
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Sir  George  Cartier  stated  that: 

Under  the  Federation  system  granting  to  the  control  of  the  Gen¬ 
eral  Government  these  large  questions  of  general  interest  in  which  the 
differences  of  race  or  religions  had  no  place,  it  could  not  be  pretended  that 
the  rights  of  either  race  or  religion  could  be  invaded  at  all.2 

Mr.  Galt  argued  that  under  the  new  system  there  would 
be  no  increase  in  the  expense  of  government  over  the  old : 

We  may  well  doubt  whether  the  aggregate  charge  will  be  greater 
for  the  General  Government,  caring  for  the  general  interests  of  the 
whole,  and  for  the  local  governments,  attending  merely  to  the  local  busi¬ 
ness  of  each  section  .  .  .  than  that  which  is  required  for  our  Government 
under  the  present  system.3 

D’Arcy  McGee  said  that: 

Local  affairs  are  left  to  be  dealt  with  by  local  bodies  and  cannot  be 
interfered  with  by  those  who  have  no  local  interest  in  them,  while  mat¬ 
ters  of  a  general  character  are  left  exclusively  to  a  general  government.4 

The  Hon.  L.  A.  Olivier  opposed  the  scheme  because  he  did 
not  wish  to  see  the  local  governments  crushed  under  a  great 
central  power,  and  because,  as  he  expressed  it: 

The  powers  of  the  Federal  Government  will  be  in  reality  unlimited. 
The  fact  of  the  enumeration  of  these  thirty-seven  heads  does  not  in  the 
least  restrain  the  power  of  the  Federal  Government  from  legislating  on 
everything.  The  exceptions  are  fe\yF 

Finally  I  may  quote  the  expressions  used  by  Lord  Car¬ 
narvon  when  introducing  the  measure  to  the  Imperial  Par¬ 
liament: 

The  real  object  we  have  in  view  is  to  give  to  the  central  government 
those  high  functions  and  almost  sovereign  powers  by  which  general  prin¬ 
ciples  and  uniformity  of  legislation  may  be  secured  in  those  questions 
that  are  of  common  import  to  all  the  Provinces;  and  at  the  same  time, 
to  retain  for  each  Province  so  ample  a  measure  of  municipal  liberty  and 
self-government  as  will  allow  and  indeed  compel  them  to  exercise  these 
local  powers  which  they  can  exercise  with  great  advantage  to  the  com¬ 
munity. 

If  it  were  necessary,  other  evidence  could  be  adduced  to 
establish  my  first  proposition,  namely  that  the  basis  of  Cana¬ 
dian  federalism  is  the  distinction  between  general  and  local 
matters.  The  very  words  “general  legislatures”  and  “local 
legislatures”,  which  are  used  throughout  the  Quebec  Resolu¬ 
tions,  the  debates  and  judicial  pronouncements  of  the  time, 


2  Ibid.,  p.  60. 

4  Ibid.,  p.  145. 


3  Ibid.,  p.  70. 

6  Ibid.,  p.  176. 
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bear  out  the  same  idea.  With  this  in  mind,  let  us  examine 
more  closely  the  actual  distribution  of  legislative  powers.  We 
shall  begin  with  the  Quebec  Resolutions  again.  But  first  let 
me  remind  you  of  an  incident  that  occurred  in  the  evening  of 
Monday,  24th  October,  1864,  during  one  of  the  sessions  of  the 
Conference.  The  Hon.  Mr.  Mowat  had  introduced  a  motion 
respecting  the  powers  of  the  local  legislatures.  By  way  of 
amendment  the  Hon.  Mr.  Coles  of  Prince  Edward  Island 
moved : 

That  the  Local  Legislatures  shall  have  power  to  make  all  laws  not 
given  by  this  Conference  to  the  General  Legislature  expressly. 

On  question  put  “the  same  was  unanimously  resolved  in 
the  negative.”8  Every  group  represented  at  the  Conference, 
therefore,  was  agreed  that  the  general  legislature  was  not  to 
be  bound  to  a  specific  list  of  enumerated  powers,  but  was  to 
have,  over  and  above  such  enumerated  powers,  a  residue  of 
legislative  capacity.  This  point  will  be  reverted  to  later. 

The  list  of  powers  distributed  by  the  Quebec  Resolutions 
to  the  general  and  to  the  local  legislatures  is  found  in  numbers 
29  and  43  respectively.  As  might  be  expected,  in  view  of  the 
idea  expressed  in  the  second  Resolution  quoted  above,  these 
sections  explicitly  preserve  the  distinction  between  matters  of 
general  and  matters  of  local  interest.  The  29th  Resolution 
opens  with  these  words : 

The  general  parliament  shall  have  power  to  make  laws  for  the  peace, 
welfare  and  good  government  of  the  Federated  Provinces  (saving  the 
sovereignty  of  England),  and  especially  laws  respecting  the  following 
subjects. 

The  list  of  enumerated  subjects  follows,  the  last  of  which 
reads : 

And  generally  all  matters  of  a  general  character,  not  specially  and 
exclusively  reserved  for  the  local  governments  and  legislatures. 

Similarly  the  43rd  Resolution  declares  that 

The  local  legislatures  shall  have  power  to  make  laws  respecting  the 
following  subjects. 

And  the  last  of  these  is: 

Generally  all  matters  of  a  private  and  local  nature,  not  assigned  to 
the  general  parliament. 


6  Sir  Joseph  Pope,  Confederation  Documents  (Toronto:  Carswell 
Co.,  1895),  p.  27. 
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It  is  to  be  noticed  that  the  treatment  of  both  general  and 
local  legislatures  is  the  same ;  each  has  its  enumerated  powers, 
each  has  its  residuary  powers.  The  Dominion  residuary 
power  is  over  all  matters  of  a  general  nature,  not  specially 
and  exclusively  reserved  to  the  local  legislatures.  This,  it  is 
true,  seems  to  imply  that  some  general  matters  were  reserved 
to  the  legislatures,  just  as  the  provincial  residuary  power 
seems  to  imply  that  some  purely  local  matters  were  given  to 
the  general  government.  But  such  was  not  the  case ;  no  Do¬ 
minion  powers  are  of  purely  local  interest,  and  no  provincial 
powers  are  matters  of  general  interest.  The  limitations  on 
both  residuary  powers  when  read  in  their  context,  can  only 
mean  that  the  Dominion  was  not  to  be  allowed  to  invoke  its 
residuary  clause  for  the  purpose  of  interfering  with  provincial 
autonomy  on  purely  local  matters,  any  more  than  the  province 
was  to  be  allowed  to  invoke  its  residuary  clause  to  support 
legislation  upon  some  matter  of  national  concern  under  the 
pretence  that  it  was  of  merely  local  interest.  Thus  the  effect 
of  these  clauses  will  be  that  beyond  the  subjects  attributed  co 
each,  the  central  legislature  will  have  jurisdiction  over  all 
general  matters,  whatever  they  are,  and  the  local  legislatures 
over  alll  local  matters,  whatever  they  are.7  The  specifically 
enumerated  powers  in  each  case  are  examples  merely  of  the 
sort  of  power  contained  in  the  residues.  And  it  is  important 
to  note  that  the  local  provincial  power  over  property  and  civil 
rights  has  the  all  important  qualification  “except  such  por¬ 
tions  thereof  as  are  assigned  to  the  general  parliament.” 
The  portions  so  assigned,  and  therefore  outside  provincial  con¬ 
trol,  are  obviously  such  matters  of  property  and  civil  rights 
as  are  contained  in  the  matters  of  general  interest  given  the 
Dominion  either  specifically  or  by  residuary  grant.  Just  be¬ 
cause  a  proposed  law  touches  upon  property  and  civil  rights 
is  no  proof  of  itself  that  it  was  meant  to  be  a  provincial  mat¬ 
ter;  the  further  proof  is  needed  that  it  touches  such  rights 
only  in  their  local  aspect.  Property  and  civil  rights  as  part 
of  a  matter  of  national  concern  were  intended  to  belong  to  the 
Dominion.  This  is  further  secured  by  the  provision  that  where 


7  See  quotation  from  the  London  Times,  cited  by  Dunkin  in  Debates 
on  Confederation,  p.  506. 
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there  are  concurrent  powers,  Dominion  legislation  shall  pre¬ 
vail  over  provincial. 

When  the  Quebec  agreement  was  redrafted  at  London  in 
1866,  and  finally  put  into  statutory  form  for  parliament,  no 
changes  save  of  detail  were  made  in  the  distribution  of  legis¬ 
lative  powers.  Sections  29  and  43  of  the  Resolutions  were 
slightly  rearranged,  and  some  words  were  altered  or  omitted 
in  an  effort  to  avoid  redundancy  and  gain  precision.  The  edu¬ 
cation  compromise  was  placed  in  a  separate  category  as  sec¬ 
tion  93  of  the  B.N.A.  Act;  it  therefore  forms  an  exception  to 
the  general  rule.  But  the  original  basis  of  distribution  of 
powers  remains.  By  section  91  of  the  Act  the  Dominion  Par¬ 
liament  was  given  authority  to  make  laws  for  the  peace,  order 
and  good  government  of  Canada,  in  relation  to  all  matters  not 
exclusively  assigned  to  the  legislatures  of  the  provinces.  The 
matters  “exclusively  assigned  to  the  legislatures  of  the  pro¬ 
vinces”  are,  of  course,  the  local  matters,  whether  enumerated 
or  residuary.  This  is  plainly  in  accord  with  the  2nd  and  29th 
Resolutions  quoted  above;  the  Dominion  is  to  look  after  gen¬ 
eral  matters,  but  it  is  not  to  deal  with  local  affairs  which  be¬ 
long  exclusively  to  the  provinces.  The  section  proceeds  to  say 
that  “for  greater  certainty,  but  not  so  as  to  restrict  the  gen¬ 
erality  of  the  foregoing  terms  of  this  section”. 

In  other  words,  in  order  to  illustrate  the  general  rule 
without  in  any  way  restricting  it,  certain  enumerated  powers 
are  to  belong  to  the  Dominion.  Twenty-nine  special  subjects 
are  then  listed,  and  the  section  concludes  by  saying  that  any 
matter  covered  by  the  classes  of  subjects  in  sec.  91  is  not  to 
be  considered  as  being  included  in  the  local  matters  assigned 
to  the  provinces.  This  last  observation  scarcely  appears  ne¬ 
cessary,  for  if  a  matter  is  of  general  interest  it  obviously  can¬ 
not  be  local;  it  is  of  importance,  however,  as  showing  that 
when  the  national  interest  demands  legislation  by  the  Domin¬ 
ion  the  exclusive  powers  of  the  provinces  must  give  way  to 
the  extent  necessary  to  permit  the  Dominion  to  act.  It  was 
never  intended  that  the  provinces  should  be  able  to  obstruct 
general  legislation  for  the  good-government  of  Canada  on  the 
ground  that  such  legislation  might  happen  to  deal  incidentally 
with  a  subject  over  which  they  have  exclusive  control  when 
the  national  interest  is  not  involved.  And  this  rule  would  ap- 
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pear  to  apply  to  all  matters  of  general  national  concern,  whe¬ 
ther  enumerated  in  section  91  or  not,  since  the  list  of  specific 
subjects  is  merely  given  for  greater  certainty  and  not  so  as 
to  restrict  the  general  principle  of  Dominion  supremacy  in 
matters  affecting  the  whole  Dominion. 

If  we  turn  to  section  92  of  the  Act  we  find  that  the  powers 
there  given  to  the  provinces  agree  equally  well  with  the  ideas 
of  the  Resolutions.  Sixteen  specific  subjects  are  assigned 
exclusively  to  the  local  legislatures,  the  last  of  which  is  the 
residuary  clause  already  quoted  giving  power  over  “generally 
all  matters  of  a  merely  local  or  private  nature  in  the  Pro¬ 
vince’’.  The  Quebec  agreement  has  thus  been  followed  closely 
in  the  statute  embodying  it;  all  general  matters  have  been 
granted  to  the  general  parliament,  all  local  matters  to  the 
local  parliaments.  The  enumeration  of  specific  subjects  for 
both  Dominion  and  provinces  merely  illustrates  the  rule.  I 

There  are  certain  other  features  of  our  constitution  which 
illustrate  the  predominance  of  general  over  local  matters,  and 
show  that  the  Fathers  of  Confederation  were  not  wedded  to 
any  narrow  conception  of  federalism.  The  Dominion  was 
given  power  to  disallow  provincial  laws  within  one  year  of 
their  passing.  This  was  intended  to  be  used,  and  has  been 
used,  so  as  to  enable  the  Dominion  to  prevent  one  province 
from  imperilling  the  well-being  of  the  whole  country  by  ill- 
advised  legislation.  It  has  become  good  politics  to  say  that 
this  power  should  only  be  exercised  upon  provincial  laws  which 
are  ultra  vires,  but  this  limitation  cannot  be  supported  in  law. 
Then  there  is  the  power  given  the  Dominion  parliament  to 
secure  control  of  provincial  works  and  undertakings  by  de¬ 
claring  them  to  be  for  the  general  advantage  of  Canada.  Note 
the  phrase  “general  advantage”;  it  is  in  keeping  with  the 
basic  principle  that  I  have  been  stressing.  The  Dominion  was 
also  empowered  to  give  effect  to  the  obligations  of  Canada,  or 
any  province  thereof,  arising  out  of  treaties  between  the 
Empire  and  foreign  countries,  so  that  vis-a-vis  the  rest  of  the 
world  Canada  was  intended  to  be  a  unit. 

Such  was,  in  brief,  the  federalism  with  which  we  began 
in  1867.  It  has,  of  course,  political  and  administrative  aspects, 
such  as  the  divisions  in  the  Senate,  the  arrangement  of  the 
judiciary,  and  other  matters,  with  which  there  is  no  time  to 
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deal  in  this  paper.  Enough  has  been  said  to  show  that  Mac¬ 
donald  was  justified  in  using  the  following  words  in  regard 
to  Confederation — words  which  none  dared  contradict: 

Ever  since  the  [American]  Union  was  formed  the  difficulty  of  what 
is  called  “State  Rights”  has  existed,  and  this  has  had  much  to  do  in 
bringing  on  the  present  unhappy  war  in  the  United  States.  They  com¬ 
menced,  in  fact,  at  the  wrong  end.  They  declared  by  their  constitution 
that  each  state  was  a  sovereignty  in  itself,  and  that  all  the  powers  inci¬ 
dent  to  a  sovereignty  belonged  to  each  state,  except  those  powers  which, 
by  the  Constitution,  were  conferred  upon  the  general  government  and 
Congress.  Here  we  have  adopted  a  different  system.  We  have  streng¬ 
thened  the  general  government.  We  have  given  the  general  legislature 
all  the  great  subjects  of  legislation.  We  have  conferred  on  them,  not 
only  specifically  and  in  detail  all  the  powers  which  are  incident  to  sove¬ 
reignty,  but  we  have  expressly  declared  that  all  subjects  of  general  in¬ 
terest  not  distinctly  and  exclusively  conferred  upon  the  local  govern¬ 
ments  and  local  legislatures,  shall  be  conferred  upon  the  general  govern¬ 
ment  and  legislature.  We  have  thus  avoided  that  great  source  of  weak¬ 
ness  which  has  been  the  cause  of  the  disruption  of  the  United  States.8 

How  has  our  federalism  developed  since  Confederation? 
What  is  the  present  situation  in  regard  to  the  distribution  of 
legislative  powers?  These  are  questions  of  vital  and  imme¬ 
diate  importance.  It  is  difficult  to  be  accurate  and  brief  at 
the  same  time  in  answer  to  them,  for  the  interpretation  of 
sections  91  and  92  of  the  B.N.A.  Act  has  been  the  battlefield 
of  judges  and  lawyers  for  over  sixty  years,  and  this  warfare, 
like  most  warfare,  seems  to  have  done  more  to  confuse  than 
to  clarify  the  issue.  But  the  effort  to  discover  what  has  hap¬ 
pened  in  the  courts,  and  to  state  in  ordinary  language  the 
developments  of  these  years,  must  be  made,  because  the  ordi¬ 
nary  citizen  is  just  as  vitally  concerned  in  this  matter  as  the 
lawyer.  The  principle  results  of  this  period  of  interpretation 
are  therefore  summarized  here. 

In  the  first  place,  the  courts  have  drawn  a  totally  un¬ 
justifiable  distinction  between  the  general  power  of  the  Par¬ 
liament  of  Canada  to  legislate  for  the  peace,  order  and  good 
government  of  the  whole  country,  and  its  special  powers  over 
the  twenty-nine  topics  enumerated  in  section  91.  These 
enumerated  subjects  were  given,  in  the  words  of  the  act  itself, 
“for  greater  certainty,  and  in  no  way  so  as  to  restrict”  the 


8  Debates  on  Confederation,  p.  33. 
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general  power.  They  were  simply  illustrations  of  a  general 
principle,  inserted  so  as  to  avoid  any  doubt  as  to  the  national 
control  of  certain  essentially  national  matters.  Yet  today 
they  have  become  in  effect  the  sole  sources  of  Dominion 
power.  The  examples  have  swallowed  up  the  rule,  and  it  has 
now  become  next  to  impossible  to  justify  any  Dominion  legis¬ 
lation  unless  it  can  be  brought  under  one  of  the  twenty-nine 
specific  headings.  The  Fathers  of  Confederation  gave  us  a 
living  and  elastic  principle  fit  for  every  emergency ;  the  courts 
have  made  of  it  a  dead  and  rigid  list.  Apparently  it  would 
have  been  better  for  the  Dominion  had  no  specific  subjects 
been  assigned  to  it  at  all,  for  then  there  would  have  been  no 
escape  from  the  necessity  of  applying  the  test  of  general  in¬ 
terest  to  every  Dominion  act,  and  so  this  basic  rule  of  inter¬ 
pretation  would  have  been  preserved.  As  it  is,  the  Dominion 
Parliament  is  permitted  to  interfere  incidentally  with  provin¬ 
cial  powers  when  legislating  upon  one  of  its  special  powers, 
like  Bills  of  Exchange  or  Bankruptcy,  but  cannot  so  interfere 
when  exercising  the  general  power  itself. 

As  a  result  of  this  interpretation  the  residuary  power 
of  the  Dominion  over  matters  of  national  importance,  so  ex¬ 
plicitly  preserved  by  the  opening  words  of  section  91,  and  so 
emphasised  by  the  Fathers  at  the  time  of  Confederation,  has 
been  cut  down  to  the  vanishing  point.  It  still  exists,  but  can 
only  be  employed,  we  are  told  by  Lord  Haldane  in  the  Lemieux 
Act  case,  during  occasions  of  war  and  national  emergency. 
If  in  times  of  tranquility  a  Dominion  act  of  paramount  in¬ 
terest  to  all  the  provinces  and  required  for  the  good  govern¬ 
ment  of  Canada,  but  concerning  a  matter  not  specified  amongst 
the  Dominion  subjects,  should  be  found  to  touch  upon  any 
provincial  power,  it  will  be  declared  ultra  vires  and  of  no  ef¬ 
fect.  One  of  the  provincial  powers  is  property  and  civil 
rights,  and  it  being  impossible  to  conceive  of  any  piece  of 
general  legislation  which  is  not  covered  to  some  degree  by 
this  all-embracing  formula,  the  present  rule  is  that  the  Do¬ 
minion  general  power  is  merely  an  emergency  police  power. 
The  distinction  between  the  general  and  local  aspects  of  pro¬ 
perty  and  civil  rights  seems  to  have  been  forgotten.  What, 
to  the  authors  of  Confederation,  would  have  been  justified  by 
national  interest  and  good  government,  is  now  justified  only 
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by  the  existence  of  a  national  crisis.  The  Dominion  govern¬ 
ment  is  thus  permitted  in  a  severe  emergency  to  pass  laws 
which  it  could  not  enact  in  ordinary  times  in  order  to  prevent 
the  emergency  arising !  On  one  occasion  the  Privy  Council, 
inspired  by  a  rare  genius,  went  so  far  as  to  allow  the  Domin¬ 
ion  to  legislate  for  the  general  advantage  of  Canada,  on  an 
unspecified  matter — namely  temperance — but  this  was  in  1882. 
Since  then  they  have  changed  their  minds,  and  today  they  hold 
that  the  fact  that  a  law  is  of  general  interest  throughout  the 
whole  Dominion  and  cannot  be  passed  by  the  provinces  alone 
is  not  sufficient  to  justify  the  Dominion  Parliament  in  legis¬ 
lating.  The  national  Parliament  is  apparently  concerned  with 
peace  and  order,  but  not  with  good  government !  This  extra¬ 
ordinary  doctrine,  the  credit  for  whose  discovery  may  be  en¬ 
tirely  attributed  to  the  late  Lord  Haldane,  practically  forces 
upon  Canada  the  American  type  of  constitution  with  its  state 
residuary  power,  which  we  carefully  and  particularly  avoided 
in  1867 ;  and  Canadians  who  desire  to  improve  the  quality  of 
Canadian  life  by  sane  and  progressive  legislation,  must  now 
work  through  nine  channels  in  many  cases  where  the  Fathers 
of  Confederation  would  have  permitted  them  to  work  through 
one.  The  Dominion  today  is  restricted  to  the  control  of  such 
national  interests  as  happened  to  occur  to  the  minds  of  the 
framers  of  the  constitution  in  days  when  Canada  was  but  a 
fraction  of  her  present  size,  and  when  her  economic,  agricul¬ 
tural  and  social  development  was  in  its  infancy.  This  is  a 
flat  contradiction  of  the  agreement  of  1867. 

The  treatment  of  the  Trade  and  Commerce  clause  of  sec¬ 
tion  91  of  the  B.N.A.  Act  is  quite  in  line  with  the  above  de¬ 
velopments.  In  1867  the  “Regulation  of  Trade  and  Com¬ 
merce’’  was  specifically  assigned  to  the  Dominion  Parliament. 
It  was  intended  that  the  general  government,  which  alone 
could  perform  the  task  adequately,  should  assist  and  control 
the  economic  life  of  the  nation  for  the  benefit  of  the  whole 
people,  and  it  is  noteworthy  that  the  words  do  not  restrict 
the  Dominion  government,  as  the  Federal  Government  of  the 
United  States  is  restricted,  to  inter-state  commerce.  With 
the  rapid  growth  of  Canadian  industrial  life  this  clause  should 
have  proved  the  most  valuable  of  the  Dominion  powers,  and 
the  one  most  beneficial  to  the  public.  It  can  scarcely  be  to  the 
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interest  of  our  large  commercial  enterprises  to  have  to  deal 
with  nine  different  bodies  of  law  throughout  the  country — 
although  some  more  cynical  than  myself  have  suggested  that 
big  business  prefers  to  handle  nine  small  legislatures  rather 
than  one  big  one.  But  the  clause  has  been  practically  written 
out  of  the  constitution,  in  so  far  as  the  internal  economic  life 
of  the  country  is  concerned.  In  early  cases  before  Canadian 
courts  it  was  frequently  relied  on  to  support  Dominion  enact¬ 
ments,  but  the  Privy  Council  have  since  instructed  us  that 
*  Trade  and  Commerce  generally  belong  to  the  topic  of  property 
and  civil  rights,  and  thus  must  be  left  to  the  provinces.  Trade 
treaties  with  foreign  governments,  and  the  granting  of  char¬ 
ters  to  Dominion  companies  are  about  the  sole  activities  which 
the  clause  now  authorizes.  Anything  like  a  wise  regulation 
of  Canadian  trade  and  commerce  by  the  Dominion  government 
has  now  become  an  impossibility.  It  is  interesting  to  note, 
however,  that  the  most  recent  Privy  Council  judgment  upon 
the  question,  the  Combines  Investigation  Act  case,  seems  to 
indicate  that  the  Trade  and  Commerce  clause  may  actually 
mean  what  it  says.  Our  own  Supreme  Court  in  the  still  more 
recent  Lawson  judgment  has  even  dared  to  rely  upon  this 
clause  in  declaring  the  Produce  Marketing  Act  of  British 
Columbia  ultra  vires. 

In  recent  years  another  variation  has  been  played  upon 
the  preceding  themes.  It  used  to  be  thought,  and  possibly  still 
is  believed  by  persons  whose  knowledge  of  the  B.N.A.  Act  is 
historical  rather  than  legal,  that  every  legislative  power  not 
belonging  to  the  provinces  must  belong  to  the  Dominion.  This 
would  seem  to  be  a  not  unreasonable  conclusion  from  the  fact 
that  in  1867  the  distribution  of  powers  was  complete,  both  the 
Dominion  and  the  provinces  having  their  residuary  clause. 
The  courts,  however,  taking  a  lead  from  the  Privy  Council  in 
the  “through  traffic”  case  of  1912,  have  discovered  a  class  of 
subjects  which  do  not  belong  in  their  totality  either  to  the 
Dominion  or  to  the  provinces.  Legislation  affecting  these 
subjects  must  be  enacted  by  both  Dominion  and  provinces  be¬ 
fore  it  can  possess  validity.  The  Dominion  does  its  part,  the 
province  or  provinces  do  theirs,  and  thus  only  can  the  object 
be  achieved.  We  knew  of  Dominion  powers;  of  provincial 
powers ;  even  of  concurrent  powers,  but  this  is  neither  Domin- 
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ion  nor  provincial,  nor  concurrent.  It  is  positively  Athanasian. 
In  theory  it  involves  the  existence  of  a  third  depositary  of 
sovereignty  in  the  Canadian  constitution — a  mysterious  body 
composed  of  the  Dominion  plus  nine  provincial  legislatures. 
Here  is  a  good  subject  for  research  by  some  eager  political 
scientist.  The  difficulties  in  the  way  of  government  become 
absurdly  great  when  ten  parliaments  must  be  brought  into 
action  before  a  desired  law  can  be  passed.  And  in  view  of  the 
extent  to  which  provincial  powers  have  grown  since  Confedera¬ 
tion  this  type  of  legislation  seems  likely  to  increase. 

The  extent  to  which  the  Dominion  power  has  been  re¬ 
duced  by  the  courts  in  favour  of  the  provinces  is  best  seen  by 
considering  some  of  the  subjects  now  of  national  importance 
which  the  Dominion  Parliament  is  unable  to  deal  with  fully. 
The  control  of  grain  is  one.  In  1925  the  Supreme  Court  felt 
obliged  to  rule  that  certain  sections  of  the  Canada  Grain  Act 
were  ultra  vires,  and  yet  as  Chief  Justice  Anglin  pointed  out, 
the  grain  trade  of  Canada  is  a  matter  of  national  concern  and 
of  such  dimensions  as  to  affect  the  body  politic  of  the  Domin¬ 
ion.  Part  of  the  difficulty  created  by  that  decision  was  over¬ 
come  later  by  declarations  by  the  Dominion  Parliament  that 
certain  grain  elevators  were  “works  for  the  general  advantage 
of  Canada” ;  but  this  is  an  indirect  method  of  getting  control, 
and  the  aims  of  the  Fathers  would  seem  to  have  been  consider¬ 
ably  frustrated  if  so  vast  an  undertaking  as  Canada’s  grain 
trade  is  considered  to  be  a  matter  of  purely  local  importance 
so  as  to  prevent  the  Dominion  from  controlling  it  in  all  its 
aspects.  Even  now  it  is  not  clear  how  much  of  the  present 
Grain  Act  is  valid. 

Again,  the  decision  which  the  Supreme  Court  gave  in  re¬ 
ference  to  the  development  of  water  power  in  the  St.  Lawrence 
shows  the  same  uncertainty  as  to  Dominion  control  over  what 
is  unquestionably  a  matter  of  the  greatest  national  importance. 
The  whole  of  Canada  from  the  maritimes  to  the  prairie  pro¬ 
vinces  would  be  affected  by  this  proposed  development,  and 
yet  the  constitutional  questions  raised  by  the  proposal  are 
thought  by  the  courts  to  be  so  intricate  that  nobody  seems  to 
know  just  what  parliament  has  the  legislative  power  to  carry 
the  whole  scheme  into  operation.  It  is  quite  likely  that  the 
construction  of  any  of  the  necessary  works  might  be  indef- 
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initely  delayed  by  the  opposition  of  a  single  provincial  par¬ 
liament. 

The  most  recent  example  of  the  tendency  is  the  judgment 
in  regard  to  control  of  aerial  navigation.  The  Fathers  of  Con¬ 
federation  gave  the  Dominion  control  of  navigation  and  ship¬ 
ping  ;  they  gave  it  control  of  lines  of  steam  or  other  ships,  rail¬ 
ways,  canals,  telegraphs  and  other  works  and  undertakings 
connecting  the  provinces  with  any  other  or  others  of  the  pro¬ 
vinces;  they  even  gave  it  control  of  such  minor  things  as  fer¬ 
ries  connecting  two  provinces.  Their  aim  seems  clear;  to  put 
interprovincial  communications  of  all  sorts  under  the  only 
parliament  which  could  effectively  deal  with  them.  And  yet 
when  the  question  of  aerial  navigation  and  flying  is  before 
the  court  we  are  told  that  it  is  primarily  a  matter  of  provin¬ 
cial  concern.  The  all-embracing  formula  of  property  and  civil 
rights  is  invoked  without  any  consideration  of  whether  or  not 
aerial  navigation  has  a  national  aspect.  Apparently  the  ques¬ 
tion  was  considered  settled  because  the  Fathers  were  so  un- 
prophetic  that  they  did  not  speak  anywhere  of  flying.  They 
spoke  of  navigation  and  of  “other  works  and  undertakings”; 
yet,  in  the  words  of  one  of  the  judges  in  this  case: 

Aviation,  even  if  designated  aerial  navigation,  is  not  a  subject 
enumerated  in  section  91. 

As  was  remarked  previously,  the  Fathers  gave  us  a  living 
principle  broad  enough  to  cover  every  sort  of  national  matter, 
past,  present  or  future ;  the  courts  have  made  of  it  an  exhaus¬ 
tive  list  of  subjects.  What  would  Macdonald  have  said  to 
this  doctrine,  who  remarked  at  the  Quebec  Conference: 

Our  constitution  should  be  a  mere  skeleton  and  framework  that 
would  not  bind  us  down.9 

Consider  the  present  unemployment  situation  as  another 
instance.  Unemployment  is  national  in  scope ;  it  has  produced 
a  situation  so  serious  that  Mr.  Bennett  considers  it  worthy  of 
a  new  adjective — “emergent”.  Yet  both  political  parties  agree 
that  labour  questions  are  a  purely  provincial  matter,  and  must 
be  left  to  the  provinces  to  handle.  All  that  Ottawa  does  is  to 
vote  money  for  the  provinces  to  spend;  the  unemployed  have 
to  wait  until  the  same  matter  that  was  thrashed  out  in  Ottawa 
gets  thrashed  out  anew  in  the  provincial  legislatures  and  put 


9  Pope,  op.  cit.,  p.  59. 
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into  the  form  of  a  provincial  statute.  Another  example  of 
ten  parliaments  having  to  act  before  a  matter  of  the  utmost 
national  importance  can  be  done!  The  present  division  of 
powers  in  regard  to  labour  and  social  problems  is  particularly 
silly  since  tariffs,  trade  treaties,  immigration,  labour  problems, 
unemployment  and  trade  and  commerce  generally  are  so  in¬ 
timately  connected  that  they  cannot  be  divided  up  amongst 
ten  legislatures  without  the  certainty  of  delay,  mismanage¬ 
ment  and  confusion. 

There  is  a  new  problem  now  facing  this  country  of  the 
same  nature  as  those  above  discussed.  The  Dominion  can 
legislate  so  as  to  give  effect  to  Empire  treaties  by  sec.  132. 
Can  she  legislate  equally  well  so  as  to  give  effect  to  purely 
Canadian  treaties?  It  is  obvious  how  the  Fathers  of  Confe¬ 
deration  would  have  answered  this  question  had  they  con¬ 
ceived  such  a  thing  as  a  Canadian  treaty  to  be  possible.  “We 
are  one  people,  not  five  people,”  said  Macdonald.  Yet  there 
are  not  wanting  those  who  claim  that  the  provincial  power 
over  property  and  civil  rights  cannot  be  affected  by  a  Domin¬ 
ion  treaty  followed  by  Dominion  legislation.  In  the  aerial 
navigation  case  Mr.  Justice  Cannon  went  so  far  as  to  argue 
that  even  where  there  was  an  Empire  treaty  the  Dominion 
should  not  legislate  until  the  provinces  have  had  a  chance 
to  do  so. 

The  above  examples  are  merely  the  more  striking  indica¬ 
tions  of  a  tendency  that  has  been  going  on  for  some  forty  years. 
The  disintegration  of  federal  power  has  proceeded  apace  in 
spite  of  the  fact  that  Canada’s  economic  and  social  unity  has 
increased  during  that  same  period.  Every  new  national  de¬ 
velopment  tumbles  into  property  and  civil  rights.  The  result 
is  that  the  Dominion  Parliament  is  becoming  continuously  less 
able  to  fulfil  the  function  of  a  general  parliament  for  which  it 
was  originally  designed. 

What  has  been  the  reason  for  this  unfortunate  trend  of 
development  in  Canada?  Why  have  we  departed  so  far  from 
the  Confederation  agreement?  Various  reasons  may  be  sug¬ 
gested.  One,  which  was  foreseen  by  Dunkin  in  the  Confede¬ 
ration  Debates,  is  this :  the  distinction  btween  matters  of  gen¬ 
eral,  and  matters  of  local,  interest,  adopted  by  the  Fathers, 
is  too  vague  to  be  pleasing  to  a  court  of  law.  When  does  a 


Development  of  Canadian  Federalism 


245 


matter  become  general  ?  Rather  than  commit  themselves  they 
have  on  the  whole  preferred  to  support  legislation  under  some 
specific  power,  and  thus  the  general  residuary  power  has  died 
of  non-use.  There  is  still  no  reason  why  it  should  not  be  re¬ 
vived,  if  only  Haldane’s  fictitious  limitations  should  be  aban¬ 
doned  and  the  correct  and  sensible  rule  as  laid  down  in  the 
Liquor  Reference  Case  adopted  in  its  stead.  This  rule  is  to 
the  effect  that — here  I  quote  from  the  judgment: 

Their  Lordships  do  not  doubt  that  some  matters,  in  their  origin 
local  and  provincial,  may  attain  such  dimensions  as  to  affect  the  body 
politic  of  the  Dominion,  and  to  justify  the  Canadian  Parliament  in  pass¬ 
ing  laws  for  their  regulation  or  abolition  in  the  interest  of  the  Dominion. 
But  great  caution  must  be  observed  in  distinguishing  between  that  which 
is  local  and  provincial,  and  therefore  within  the  jurisdiction  of  the  pro¬ 
vincial  legislature,  and  that  which  has  ceased  to  be  merely  local  or  pro¬ 
vincial,  and  has  become  matter  of  national  concern,  in  such  sense  as  to 
bring  it  within  the  jurisdiction  of  the  Parliament  of  Canada. 

A  second  reason  has  been  the  not  unnatural  desire  of  the 
provincial  legislatures  to  seize  as  much  legislative  power  as 
possible,  under  the  mistaken  belief — and  here  I  credit  them 
with  the  highest  motives — that  they  were  serving  the  resi¬ 
dents  of  their  provinces  best  if  they  destroyed  Dominion  con¬ 
trol.  The  first  great  “march  on  Ottawa”  was  led  by  Sir  Oliver 
Mowat,  in  the  days  of  Sir  John  Macdonald,  but  he  has  able 
followers  today  in  Premiers  Ferguson  and  Taschereau. 

Another  cause  of  disintegration  has  been  the  attitude  of 
the  leaders  of  the  Dominion  parties  of  recent  years.  They 
seem  to  have  wished  to  hand  over  as  much  as  possible  to  the 
local  legislatures.  When  Mr.  King  was  first  asked  to  do  some¬ 
thing  about  unemployment  he  excused  himself  on  the  ground 
that  it  was  a  provincial  matter.  He  also  abandoned  to  the 
provinces  the  control  of  immigration.  Mr.  Bennett  gave  way 
completely  to  the  claim  of  Mr.  Ferguson  that  the  B.N.A.  Act 
cannot  be  amended,  even  on  matters  that  do  not  touch  on  pro¬ 
vincial  rights  at  all,  without  first  calling  a  conference  of  all 
the  provincial  governments.  We  were  even  informed  the  other 
day  by  the  Minister  of  Justice  that  the  proposal  that  the  Do¬ 
minion  should  spend  money  in  order  to  educate  the  Canadian 
public  in  regard  to  international  relations  “was  a  plain  con¬ 
travention  of  both  the  letter  and  spirit  of  the  B.N.A.  Act” — 
a  declaration  too  perfect  to  spoil  by  comment. 

To  do  the  Canadian  politicians  justice,  however,  it  must 
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be  admitted  that  their  hands  have  been  tied  in  many  cases  by 
legal  interpretations  of  the  B.N.A.  Act.  The  courts  have  been 
most  to  blame  for  what  has  occurred,  and  here  the  decisive 
influence  has  been  that  of  the  Privy  Council.  Canada  today 
has  a  constitution  different  from  that  which  she  plainly 
adopted  in  1867  for  the  simple  reason  that  the  interpretation 
of  sections  91  and  92  has  not  in  the  last  resort  rested  with 
Canadians.  Early  judgments  of  the  Canadian  Supreme  Court 
show  that  the  Canadian  judges  had  a  true  conception  of  the 
Confederation  agreement.  But  the  Privy  Council  has  seen  fit 
to  force  upon  our  judges  views  which  they  would  not  have 
arrived  at  themselves.  One  of  the  most  prominent  members 
of  the  Judicial  Committee,  Lord  Haldane,  has  himself  boasted 
of  this  fact.  Speaking  of  Lord  Watson,  another  influential 
judge  of  the  Committee,  he  said: 

At  one  time,  after  the  B.N.A.  Act  was  passed,  the  conception  took 
hold  of  the  Canadian  courts  that  what  was  intended  was  to  make  the 
Dominion  the  centre  of  government  in  Canada,  so  that  its  statutes  and 
its  position  should  be  superior  to  the  statutes  and  position  of  the  pro¬ 
vincial  legislatures.  That  went  so  far  that  there  arose  a  great  fight; 
and  as  a  result  of  a  long  series  of  decisions  Lord  Watson  put  clothing 
upon  the  bones  of  the  constitution,  and  so  covered  them  over  with  living 
flesh  that  the  constitution  of  Canada  took  a  new  form. 

We  have  seen  something  of  the  new  form  which  our  con¬ 
stitution  has  taken  under  the  guidance  of  Lords  Watson  and 
Haldane.  Whether  or  not  some  Canadians  are  so  provincially 
minded  that  they  like  the  new  arrangement,  all  must  admit 
that  the  intentions  of  the  Fathers  of  Confederation  have  not 
been  followed,  because  their  precise  aim  was  to  make  the  Do¬ 
minion  the  “centre  of  government  in  Canada”  for  all  matters 
of  general  concern.  The  fact  is  that  the  Privy  Council  has 
been  too  handicapped  by  its  ignorance  of  Canada  to  be  able  to 
give  good  judgments  in  Canadian  constitutional  law.  As  ex¬ 
amples  of  this  statement  I  might  refer  to  Sir  Montague 
Smith’s  dictum  in  Parson’s  case,  that  the  Fathers  of  Confe¬ 
deration  when  inserting  the  words  “regulation  of  Trade  and 
Commerce”  in  the  constitution  were  doubtless  thinking  of  a 
statute  of  Queen  Anne;  or  to  that  supreme  joke  of  Canadian 
constitutional  law — Lord  Haldane’s  discovery  in  the  Lemieux 
Act  case  that  the  evil  of  intemperance  at  the  time  of  the  Cana¬ 
dian  Temperance  Act  was: 
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So  great  and  so  general  that  at  least  for  the  period  it  was  a  menace 
to  the  national  life  of  Canada  so  serious  and  pressing  that  the  National 
Parliament  was  called  on  to  intervene  to  protect  the  nation  from  disas¬ 
ter. 

No  doubt  in  many  instances  the  law  which  the  Privy 
Council  has  been  called  upon  to  apply  has  been  clear,  and  the 
decision  inevitable.  But  in  a  surprisingly  large  number  of 
cases  carried  to  London  the  scales  of  legality  have  been  so 
evenly  balanced  that  the  result  has  depended  upon  some  per¬ 
sonal  inclination  of  the  judges.  It  is  precisely  here  that  the 
absence  of  a  Canadian  point  of  view  has  been  so  seriously  felt, 
and  it  is  precisely  here  that  the  Privy  Council  for  some  un¬ 
known  reason,  has  fairly  consistently  favoured  the  provinces 
at  the  expense  of  the  Dominion. 

My  conclusions  may  be  briefly  stated.  The  first  is  that 
in  the  original  constitution  the  Dominion  Parliament  was  en¬ 
dowed  with  a  general  grant  of  power  intended  to  enable  it  to 
meet  new  national  needs  as  they  arose.  My  second  is  that  this 
general  residue  of  power  has  been  taken  away  from  the  Do¬ 
minion  and  given  to  the  provinces  under  the  heading  of  pro¬ 
perty  and  civil  rights.  My  third  is  that  the  new  constitution 
is  not  as  good  as  the  old.  Canadian  federalism  has  developed  • 
continuously  away  from  the  original  design.  Constitutionally 
we  have  grown  disunited,  in  spite  of  the  fact  that  in  other 
respects,  as  a  result  of  the  increased  facility  of  communica¬ 
tion,  the  rise  of  our  international  status,  and  the  general 
spread  of  what  may  be  called  our  national  consciousness,  we 
have  grown  more  united.  The  Dominion  Parliament  does  not 
play  today  the  full  part  which  the  Fathers  of  Confederation 
planned  for  her.  The  evil  which  has  been  done  is  probably 
too  great  to  be  remedied  by  anything  short  of  constitutional 
amendments,  and  if  the  provincial  rights  doctrine  continues 
to  be  exploited  by  provincial  politicians  even  this  way  out  may 
prove  difficult.  Just  at  the  very  time  when  the  exigencies  of 
the  economic  situation  call  for  drastic  action,  for  increased 
international  co-operation  and  for  a  planned  internal  social 
order,  we  find  ourselves  with  cumbrous  legislative  machinery 
and  outworn  constitutional  doctrines.  The  situation  calls  for 
the  same  intelligent  and  disinterested  reform  as  that  which 
produced  the  original  constitution. 


SOME  FURTHER  COMMENTS  ON  DOMINION- 
PROVINCIAL  RELATIONS 

JOHN  S.  EWART 

He  would  be  a  more  than  usually  bold  supporter  of  the 
compact  theory  who  would  endeavour  to  maintain  his  view  as 
against  the  considerations  so  ably  marshalled  by  Mr.  Rogers. 
Of  these  considerations  I  have  no  criticisms  to  offer.  My  con¬ 
tribution  will  be  a  reinforcement  of  one  of  them,  and  the  ad¬ 
dition  to  them  of  one  more. 

To  prove  the  existence  of  a  compact  it  is  not  sufficient  to 
affix  that  character  to  the  Quebec  resolutions.  It  is  essential 
to  add  that  the  British  North  America  Act  is  a  reproduction 
of  these  resolutions,  or,  at  the  least,  is  a  mere  drafting  ex¬ 
pansion  of  them.  Such  is  not  the  fact.  The  differences  be¬ 
tween  the  two  documents  are  both  numerous  and  important. 
Take  this  in  the  first  place:  There  were  72  clauses  in  the 
resolutions.  At  London,  the  first  draft  of  the  bill  contained 
68 ;  the  second  44 ;  the  third  83 ;  the  fourth  129 ;  the  fifth  142. 
The  statute  itself  has  147 — that  is  more  than  double  the  num¬ 
ber  in  the  resolutions.  The  following  are  some  of  the  changes : 

(1)  The  fourth  of  the  Quebec  resolutions  was  as  fol¬ 
lows: 

The  Executive  Authority  or  Government  shall  be  vested  in  the  Sov¬ 
ereign  of  the  United  Kingdom  of  Great  Britain  and  Ireland,  and  be 
administered  according  to  the  well  understood  principles  of  the  British 
Constitution  by  the  Sovereign  personally  or  by  the  Representative  of  the 
Sovereign  duly  authorized. 

Section  9  of  the  statute  reduced  that  language  to  the  fol¬ 
lowing: 

The  Executive  Government  and  Authority  of  and  over  Canada  is 
hereby  declared  to  continue  and  be  vested  in  the  Queen. 

The  omission  of  the  latter  part  of  the  Quebec  resolution 
is  very  significant.  Its  language  illustrated  very  clearly  the 
desire  of  Sir  John  A.  Macdonald  to  eliminate  the  intervention 
of  the  Colonial  Secretary — to  make  of  Canada  a  Kingdom.  He 
was  defeated,  no  doubt,  by  the  officials  of  the  Colonial  Office. 

(2)  Among  the  powers  vested  in  the  Dominion  by  the 
resolutions  was: 
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The  imposition  or  regulation  of  Duties  of  Customs  on  Imports  and 
Exports,  except  on  Exports  of  Timber,  Logs,  Masts,  Spars,  Deals  and 
Sawn  Lumber  and  of  Coal  and  other  Minerals; 

And  the  local  legislatures  were  given  power  to  impose: 

Duties  on  the  exports  of  timber,  logs,  masts,  spars,  deals  and  sawn 
lumber  and  of  coal  and  other  minerals. 

By  the  statute  the  Dominion  is  given  customs  control  over 
everything. 

(3)  Section  45  of  the  resolutions  was  as  follows: 

In  regard  to  all  subjects  over  which  jurisdiction  belongs  to  both 
the  General  and  Local  Legislatures,  the  laws  of  the  General  Parliament 
shall  control  and  supersede  those  made  by  the  Local  Legislature,  and 
the  latter  shall  be  void  so  far  as  they  are  repugnant  to  or  inconsistent 
with  the  former. 

No  such  clause  appears  in  the  statute. 

(4)  Section  46  of  the  resolutions  was  as  follows: 

Both  the  English  and  French  languages  may  be  employed  in  the 
General  Parliament  and  in  its  proceedings,  and  in  the  Local  Legislature 
of  Lower  Canada,  and  also  in  the  Federal  Courts  and  in  the  Courts  of 
Lower  Canada. 

In  the  statute  the  corresponding  clause  (133)  is  as  fol¬ 
lows: 

Either  the  English  or  the  French  language  may  be  used  by  any 
Person  in  the  Debates  of  the  Houses  of  the  Parliament  of  Canada  and 
of  the  Houses  of  Legislature  of  Quebec;  and  both  those  languages  shall 
be  used  in  the  respective  Records  and  Journals  of  those  Houses;  and 
either  of  those  languages  may  be  used  by  any  Person,  or  in  any  Pleading 
or  Process  in  or  issuing  from  any  Court  of  Canada  established  under 
this  Act,  and  in  or  from  all  or  any  of  the  Courts  of  Quebec. 

The  addition  with  reference  to  the  “Records  and  Jour¬ 
nals”  is  very  important. 

(5)  The  only  provision  in  the  resolutions  with  reference 
to  education  was  as  follows: 

Education;  saving  the  rights  and  privileges  which  the  Protestant 
or  Catholic  minority  in  both  Canadas  may  possess  as  to  their  Denomina¬ 
tional  Schools,  at  the  time  when  the  Union  goes  into  operation. 

In  the  statute  this  language  is  changed  and  the  subject 
developed  into  a  whole  page.  The  first  clause  of  the  statute 
is  as  follows: 

Nothing  in  any  such  Law  shall  prejudicially  affect  any  Right  or 
Privilege  with  respect  to  Denominational  Schools  which  any  Class  of 
Persons  have  by  Law  in  the  Province  at  the  Union. 
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The  change  from  “Protestant  or  Catholic  minority”  to 
“any  class  of  persons”  subsequently  gave  rise  to  argument  in¬ 
jurious  to  the  claims  of  the  Catholics.  The  insertion  of  the 
words  “by  law,”  very  probably  was  the  reason  for  the  decision 
in  England  adverse  to  the  Catholics  in  connection  with  the 
New  Brunswick  statute  of  1871. 

(6)  The  resolutions  gave  to  the  Dominion  complete  con¬ 
trol  over  the  subject  of  “marriage  and  divorce.”  Those  words 
are  repeated  in  the  schedule  of  the  statute  which  enumerates 
powers  of  the  Dominion.  But  quite  inconsistently  the  statute 
gives  to  the  provinces  control  over  “the  solemnization  of  mar¬ 
riage  in  the  Province.” 

(7)  According  to  the  resolutions  the  subsidy  from  the 
Dominion  to  the  Provinces  was  to  be  eighty  cents  per  head 
of  the  population.  To  this  subsidy  was  added  by  the  statute 


the  following  annual  payments: 

Ontario  . $80,000 

Quebec  . 70,000 

Nova  Scotia  . 60,000 

New  Brunswick  . 50,000 


(8)  The  resolutions  provided  that: 

The  local  government  and  Legislature  of  each  Province  shall  be 
constructed  in  such  manner  as  the  existing  legislature  of  such  Province 
shall  provide. 

Instead  of  that  clause,  the  statute  made  complete  pro¬ 
vision  for  the  construction  of  the  local  governments  and  Legis¬ 
latures. 

(9)  After  the  enumeration  of  the  Dominion  powers  in 
section  91  of  the  statute,  the  following  words  appear: 

And  any  Matter  coming  within  any  of  the  Classes  of  Subjects 
enumerated  in  this  Section  shall  not  be  deemed  to  come  within  the  Class 
of  Matters  of  a  local  or  private  Nature  comprised  in  the  Enumeration 
of  the  Classes  of  Subjects  by  this  Act  assigned  exclusively  to  the  Legis¬ 
latures  of  the  Provinces. 

Nothing  of  the  character  of  that  clause  appears  in  the 
resolution. 

In  view  of  these  and  other  differences  between  the  resolu¬ 
tions  and  the  statute  it  is  plainly  impossible  to  contend  that 
the  statute  was  a  reproduction,  or  even  a  drafting  expansion 
of  the  resolutions. 
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Passing  to  another  subject,  the  records  make  very  clear 
that  not  only  were  the  resolutions  not  submitted  to  the  legis¬ 
lature  of  Nova  Scotia  but  that  they  were  withheld  from  that 
body  because  of  the  certainty  that  they  would  be  repudiated. 
In  a  letter  (May  10,  1865)  from  Mr.  Charles  Tupper,  then 
Prime  Minister  of  Nova  Scotia,  to  the  Lieutenant  Governor 
of  that  Province  Mr.  Tupper  said  as  follows: 

When  our  Legislature  met  it  was  at  once  ascertained  that  it  was 
impossible  to  obtain  a  decision  in  favour  of  the  scheme  on  account  of 
the  feeling  of  alarm  which  had  been  excited  throughout  the  country. 
It  certainly  would  not  have  promoted  the  object  in  view  had  we  recorded 
a  hostile  vote  to  Confederation  in  our  Assembly,  either  before  or  after 
the  New  Brunswick  election;  and  there  can  be  no  doubt  that  an  appeal 
to  the  people  here  on  this  question,  under  existing  circumstances,  would 
have  resulted,  as  it  has  in  that  province,  in  placing  the  opponents  of 
Confederation  in  power,  and  affording  them  the  means  of  obstructing 
that  great  measure,  which  they  do  not  now  possess.1 

It  is  also  beyond  doubt  that  John  Macdonald  deliberately 
refrained  from  allowing  the  people  of  Canada  to  know  his  in¬ 
tentions  with  reference  to  the  constitution.  In  a  letter  (Octo¬ 
ber  8,  1866)  to  Mr.  Leonard  Tilley,  then  Prime  Minister  of 
New  Brunswick,  Macdonald  said  as  follows: 

Canada  is  bound  by  the  address  to  the  Queen  praying  her  to  submit 
a  measure  to  Parliament  based  on  the  Quebec  resolutions.  Nova  Scotia 
and  New  Brunswick  require  modifications  of  that  scheme.  How  are  we 
to  arrive  at  a  satisfactory  solution  of  the  difficulty?  Only,  I  think, 
through  Lord  Monck.  .  .  Again,  it  appears  to  us  to  be  important  that 
the  Bill  should  not  be  finally  settled  until  just  before  the  meeting  of  the 
British  Parliament.  The  measure  must  be  carried  per  saltum,  and  no 
echo  of  it  must  reverberate  through  the  British  provinces  until  it  be¬ 
comes  law.  If  the  delegation  had  been  complete  in  England,  and  they 
had  prepared  the  measure  in  August  last,  it  would  have  been  impossible 
to  keep  its  provisions  secret  until  next  January.  There  will  be  few 
important  clauses  in  the  measure  that  will  not  offend  some  interest  or 
individual,  and  its  publication  would  excite  a  new  and  fierce  agitation 
on  this  side  of  the  Atlantic.  Even  Canada,  which  has  hitherto  been 
nearly  a  unit  on  the  subject  of  Confederation,  would  be  stirred  to  its 
depths  if  any  material  alterations  were  made.  The  Act  once  passed 
and  beyond  remedy,  the  people  would  soon  learn  to  be  reconciled  to  it.2 


1  Sir  Joseph  Pope,  Memoirs  of  Sir  John  Macdonald,  Vol.  I  (Ottawa: 
J.  Durie  &  Son,  1895),  pp.  359-60. 

2  Ibid.,  pp.  307-8. 
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A  statute  arranged  not  in  Canada  but  in  England;  by 
delegates  from  Canada,  who  although  bound  by  the  Quebec 
resolutions  departed  widely  from  them;  by  delegates  from 
Nova  Scotia  who  were  known  not  to  represent  Nova  Scotia’s 
wishes;  by  delegates  who  purposely  kept  secret  their  inten¬ 
tions  from  the  electorate,  who  might,  by  “reverberation”  of 
them,  be  “stirred  to  its  depths”  in  opposition,  can  hardly  be 
regarded  as  a  contract. 

Turning  to  Mr.  Scott’s  paper,  I  congratulate  him  upon 
its  lucidity  and  general  excellence.  There  can  be  no  doubt 
that  the  constitutional  trend  in  Canada  has  been  in  favor  of 
the  provinces,  although  the  constitution  provided  that  the  resi¬ 
due  of  the  jurisdiction  should  be  vested  in  the  Dominion.  In 
the  United  States,  on  the  contrary,  the  trend  has  been  strongly 
in  favor  of  Congress,  although  the  residue  of  jurisdiction  re¬ 
mained  with  the  states.  The  reason  for  this  contrariety  can 
be  easily  understood.  In  the  United  States,  the  developing 
authority  was  the  Supreme  Court,  at  the  head  of  which  for 
thirty-five  years  was  John  Marshall,  a  man  not  only  of  re¬ 
markable  mental  endowment  but  a  man  who  lived  at  a  time 
when  federalism  was  the  chief  subject  of  political  discussion 
and  of  constitutional  importance.  He  had  the  advantage  also 
of  having  witnessed  the  Confederation  attempt  (1781-89), 
and  of  having  had  training  in  the  best  of  all  schools,  namely 
practical  experience.  He  had  been  Secretary  of  State  in  the 
John  Adams  administration.  He  was  well  aware  of  the  ad¬ 
vantage  of  a  strong  central  legislature. 

The  developing  authority  in  the  case  of  Canada,  on  the 
other  hand,  was  the  Privy  Council,  a  body  composed  of  able, 
cultured,  conscientious  men,  not  one  of  whom  had  lived  under 
a  federal  system,  or  had  developed,  as  far  as  we  know,  any 
special  interest  in  the  subject  of  comparative  government. 
The  record  of  their  decisions  makes  very  clear  the  difficulty 
which  such  men  experience  in  understanding  even  the  funda¬ 
mentals  of  the  federal  system  of  government.  From  among 
the  many  decisions,  I  select  three  which  will  illustrate  the 
handicaps  under  which  their  Lordships  labor  when  dealing 
with  the  Canadian  constitution. 

(1)  Few  if  any  abler  men  have  sat  on  the  Committee 
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than  Lord  Halsbury,  and  yet  he  made  perfectly  clear  that  his 
training  under  a  unitary  system  of  government  had  made  diffi¬ 
cult  for  him  the  understanding  the  elements  of  a  federal  sys¬ 
tem.  I  support  that  statement  by  extracts  from  what  he  said 
in  two  cases.  One  of  the  States  of  the  Australian  Common¬ 
wealth  passed  a  statute  assuming  to  tax  the  income  of  the 
Commonwealth  officials.  The  High  Court  (that  is  the  highest 
court)  of  the  Commonwealth  decided  that  the  state  statute 
was  unconstitutional,  in  other  words  ultra  vires.3  Afterwards, 
a  case  involving  the  same  point  went  to  the  Privy  Council  di¬ 
rect  from  the  State  Court  where  it  was  decided  in  contrary 
fashion,  the  decision  resting  upon  the  unsupportable  view 
that  neither  the  Australian  courts  nor  the  Privy  Council  itself 
had  power  to  declare  a  statute  unconstitutional.4 5  In  deliver- 
the  opinion  of  the  Committee,  Lord  Halsbury  said  as  follows : 

Every  Act  of  the  Victorian  Council  and  Assembly  requires  the  as¬ 
sent  of  the  Crown,  but  when  it  is  assented  to  it  becomes  an  Act  of 
Parliament  as  much  as  any  Imperial  Act,  though'  the  elements  by  which 
it  is  authorized  are  different.  If,  indeed,  it  were  repugnant  to  the  pro¬ 
visions  of  any  Act  of  Parliament  extending  to  the  Colony,  it  might  be 
inoperative  to  the  extent  of  its  repugnancy  (see  the  Colonial  Laws 
Validity  Act,  1865),  but,  with  this  exception,  no  authority  exists  by 
which  its  validity  can  be  questioned  or  impeached.  The  American  Union, 
on  the  other  hand,  has  erected  a  tribunal  which  possesses  jurisdiction 
to  annul  a  statute  upon  the  ground  that  it  is  unconstitutional.  But  in 
the  British  Constitution,  though  sometimes  the  phrase  ‘unconstitutional’ 
is  used  to  describe  a  statute  which,  though  within  the  legal  power  of 
the  Legislature  to  enact,  is  contrary  to  the  tone  and  spirit  of  our  in¬ 
stitutions,  and  to  condemn  the  statesmanship  which  has  advised  the  en¬ 
actment  of  such  a  law,  still,  notwithstanding  such  condemnation,  the 
statute  in  question  is  the  law  and  must  be  obeyed. 

Shortly  afterwards  another  case  involving  the  same  point 
reached  the  High  Court  of  the  Commonwealth  which  declined 
to  be  bound  by  the  decision  of  the  Privy  Council.6  An  appli¬ 
cation  to  that  tribunal  for  leave  to  appeal  was  refused.  In 
the  meantime  the  Commonwealth  had  passed  a  statute  author- 


3  Deakin  v.  Webb,  and  Lyne  v.  Webb,  1  Commonwealth  Law  Re¬ 
ports,  585. 

4  Webb  v.  Outrim,  1907,  A.  C.,  p.  81. 

5  Commissioners  of  Taxation  for  New  South  Wales  v.  Baxter,  4 

Commonwealth  Law  Reports,  1087. 
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izing  the  states  to  tax  Commonwealth  officials  and  there  was 
no  longer  any  reason  for  discussing  the  question.  During  the 
argument,  however,  a  very  important  interchange  took  place 
between  Mr.  Poley  and  Lord  Halsbury  illustrative  of  Lord 
Halsbury’s  mental  attitude: 

Mr.  Poley : — If  this  is  an  implied  power  under  the  constitution  that 
these  officers  shall  not  be  liable  for  taxation  the  income  tax  itself  must 
be  unconstitutional. 

The  Earl  of  Halsbury: — I  do  not  quite  understand  that.  It  is  nowT 
an  act  of  parliament. 

Mr.  Poley: — It  is  an  act  of  parliament,  but  if  it  is  an  act  of  parlia¬ 
ment  which  is  contrary  to  the  constitution  in  that  sense  it  may  be  ultra 
vires. 

The  Earl  of  Halsbury: — I  am  not  aware  that  there  is  any  power  in 
this  Board  to  disregard  an  act  of  parliament. 

Mr.  Poley: — I  imagine  that  you  must  look  at  the  constitution  to 
see  whether  the  law  was  passed  in  accordance  with  the  constitution,  and 
assuming  that  upon  an  examination  of  the  constitution  you  find  there 
was  no  power  to  pass  such  a  law  the  court  could  say  that  the  law  was 
not  in  existence— that  it  was  ultra  vires. 

The  Earl  of  Halsbury: — That  is  a  novelty  to  me.  I  thought  an  act 
of  parliament  was  an  act  of  parliament  and  you  cannot  go  beyond  it. 

Mr.  Poley: — Here  no  doubt,  but  where  you  have  an  act  of  parlia¬ 
ment  under  a  constitution  which  gives  the  legislature  certain  powers, 
and  the  legislature  goes  beyond  those  powers,  the  act  is  unconstitutional. 
In  that  sense  under  the  federal  constitution  it  has  been  so  held  .  . 

The  Earl  of  Halsbury: — I  do  not  know  what  an  unconstitutional 
Act  means. 

Lord  Halsbury  may  be  regarded  as  having  been  an  able 
lawyer  struggling  with  the  weight  of  a  powerful  “local  pre¬ 
possession,”  a  malady  which  has  been  said  to  afflict  Dominion 
judges  but  it  is  evidently  indigenous  everywhere. 

(2)  The  subtlety  of  Lord  Haldane’s  mind  often  led  him 
astray.  For  example  it  tricked  him  into  saying  that  the  Can¬ 
adian  Constitution  was  not  federal.6  And  it  conspicuously 
misled  him  in  the  case  of  the  Bonanza  Creek  Gold  Mining 
Company.7  The  Bonanza  Company’s  charter  had  issued  under 


6  Colonial  Sugar  Refining  Company  v.  Attorney  General,  1914  A.  C., 
252-3 ;  and  again  in  Bonanza  Creek  Gold  Mining  Company  v.  The  King, 
1916,  A.  C.,  506. 

7  Bonanza  Creek  Gold  Mining  Company  v.  The  King,  1916,  A.  C., 


506. 
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the  provisions  of  the  Ontario  Joint  Stock  Companies  Act  and 
by  virtue  of  any  authority  or  power  then  existing,  and  the 
question  for  decision  was  whether  the  company  had  power  to 
do  business  in  territory  outside  the  geographical  limits  of  the 
province.  In  Canada,  we  have  two  methods  of  incorporating 
companies  (1)  by  special  statute,  and  (2)  under  the  Joint 
Stock  Companies  Acts.  In  England,  there  is  a  third,  namely, 
by  letters  patent  issued  by  the  Crown  by  virtue  of  its  pre¬ 
rogative — that  is  without  the  sanction,  direct  or  indirect,  of 
parliament.  And  there  is  this  remarkable  difference  between 
a  prerogative  charter  and  one  of  the  other  two  kinds:  that 
the  doctrine  of  ultra  vires  has  very  limited  application  to  the 
former.  No  act  of  a  prerogative  company  can  be  challenged 
on  the  ground  of  ultra  vires,  unless  it  be  one  specifically  pro¬ 
hibited  by  the  charter. 

While  the  Bonanza  case  remained  in  Canada,  the  argu¬ 
ment  turned  upon  the  meaning  of  the  words  in  the  B.N.A. 
Act  giving  jurisdiction  to  the  provinces  in  respect  of  “the 
incorporation  of  companies  with  provincial  objects.”  Was 
power  to  do  business  outside  the  province  within  the  words 
“provincial  objects”?  Was  action  by  the  Company  in  the 
Yukon  ultra  vires ?  Nobody  in  Canada,  either  among  the  em¬ 
inent  lawyers  engaged  in  the  case  or  among  the  judges  of  the 
Exchequer  and  Supreme  Courts,  imagined  that  the  company 
was  a  prerogative  company  and  therefore  free  from  criticism 
of  ultra  vires.  The  Privy  Council  held  that  it  was.  The  char¬ 
ter  of  the  company  carried  the  signature  of  the  Lieutenant- 
Governor,  and  that  gentleman,  it  was  said,  had  the  same 
power  as  the  King.  The  direct  and  startling  effect  of  the  de¬ 
cision  was  that  no  action  of  the  company  could  be  challenged 
on  the  ground  of  ultra  vires.  And  the  indirect  and  wider 
effect  was  that  everyone  of  the  hundreds  of  charters  of  com¬ 
panies  that  had  been  incorporated  under  the  Joint  Stock  Com¬ 
panies  Acts  was  free  to  do  anything  it  pleased,  in  any  part 
of  the  world,  subject  of  course  to  the  laws  of  the  places  in 
which  it  chose  to  locate  its  activiies. 

That  is  one  of  the  worst  of  the  Privy  Council  decisions, 
and  it  is  almost  certain  that  we  owe  it  to  the  existence  of 
“local  prepossession”,  plus  the  peculiar  bent  of  Lord  Haldane’s 
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mind.  To  him,  the  Ontario  Joint  Stock  Companies  Act  did 
not,  as  we  all  had  thought,  confer  authority  upon  the  Lieuten¬ 
ant-Governor  in  Council  to  issue  charters.  It  was  to  be  looked 
at,  he  thought,  merely  for  the  purpose  of  seeing  whether  there 
was  in  it  anything  which  limited  the  existing  prerogative 
power,  Lord  Haldane  said: 

It  follows,  as  the  Ontario  Legislature  has  not  thought  fit  to  restrict 
the  exercise  by  the  Lieutenant-Governor  of  the  prerogative  power  to  in¬ 
corporate  by  letters  patent  with  the  result  of  conferring  a  capacity 
analogous  to  that  of  a  natural  person,  that  the  appellant  company  could 
accept  powers  and  rights  conferred  on  it  by  outside  authorities. 

A  “natural  person”  could  go  from  Ontario  to  the  Yukon, 
and  engage  in  operations  there.  No  Canadian,  judge  or  law¬ 
yer,  could  have  arrived  at  Lord  Haldane’s  conclusion,  or  have 
conceived  the  argument  by  which  it  was  supported.  Its  fal¬ 
lacy  was  exposed  by  Mr.  Justice  Hodgins.8 

(3)  The  Colonial  Sugar  Refining  Company  v.  Attorney 
General  above  referred  to  is  still  another  illustration  of  the 
power  of  “local  prepossession”,  for  in  that  case  the  English 
idea  of  one  of  the  aspects  of  liberty  differed  very  widely  from 
the  conception  of  it  in  Australia  and  Canada,  and  became  the 
ground  of  decision — Lord  Haldane  reading  the  judgment.  An 
Australian  Commonwealth  statute  had  given  power  to  the 
Governor  in  Council  to  issue  commissions  for  the  purpose  of 
investigating  subjects  within  the  Commonwealth  jurisdiction 
— a  power  similar  to  that  provided  by  every  legislature  in  Can¬ 
ada.  Questions  having  arisen  as  to  governmental  policy  with 
reference  to  the  sugar  industry,  the  government  appointed 
commissioners  for  the  purpose  of  obtaining  information.  In 
the  course  of  the  proceedings,  the  sugar  manufacturers  de¬ 
clined  to  answer  certain  questions,  on  the  ground  that  they 
were  too  inquisitorial.  The  members  of  the  High  Court  hav¬ 
ing  differed  in  opinion  upon  that  point,  leave  to  appeal  to  the 
Privy  Council  for  the  purpose  of  settling  it  was  granted  by 
the  High  Court.  In  London  the  point  disappeared.  It  was 
said  by  the  Committee  to  be  impossible  of  determination.  And 


8  Mr.  Justice  Hodgins,  “Prerogative  in  the  Province,”  Canadian 
Bar  Review,  Vol.  IV  (February,  1926),  p.  86. 
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their  Lordships  proceeded  to  dispose  of  the  case  upon  a  ground 

fw  f0t  occurred  to  anybody  in  Australia.  They  said 
at  the  statute  authorizing  the  appointment  of  the  commis¬ 
sioners  was  ulra  vires.  To  give  power  to  commissioners,  to 
compel  witnesses  to  testify  and  to  enforce  exposure  of  the  de¬ 
tails  of  a  corporation’s  business  affairs  being  repugnant  to 
England  s  ways  of  thinking,  Lord  Haldane  said  that : 

ference  tVhXr'y.  ‘°  a"SWer  ‘h<im  qUeSti°"sl  is  *  »»*»■  j"‘«- 


Having  that  idea  in  mind,  but  declaring  that  it  ought  not 
to  mfluence  their  Lordships’  decision  (which  it  plainly  did), 
l^ord  Haldane  proceeded  to  an  examination  of  the  powers  of 
the  Commonwealth  parliament.  Was  interference  with  liber¬ 
ty  within  the  powers  of  the  Commonwealth?  He  said  that: 

,  l  N°ne  °f  ^huem  [the  numerated  powers]  relates  to  that  general  con- 

red  ifT  !  }  6rty  °f  ,the  subject  which  must  be  shown  to  be  transfer¬ 
red  if  it  is  to  be  regarded  as  vested  in  the  Commonwealth' 


He  declared  also  that  the  control  over  liberty  was  not  a 
matter  incidental  to  the  execution  of  any  power  vested  by  the 
constitution  in  the  parliament.  And  therefore  that  the  statute 
authorizing  the  appointment  of  commissioners  to  interfere 
with  liberty  was  ultra  vires. 


The  decision  provoked  an  outburst  of  derision  and  pro¬ 
test  in  Australia.  At  the  Imperial  Conference  of  1918,  Mr. 
Hughes,  the  Australian  Prime  Minister,  said: 

Especially  in  relation  to  its  decisions  on  the  Commonwealth  Con¬ 
stitution,  the  Privy  Council  has  not  proved  a  satisfactory  tribunal. 

It  began  with  the  State  income  tax  cases  in  which  the  question  was  as 
to  the  constitutional  power  of  the  State  Parliaments  to  tax  the  salaries 
of  Federal  officers  (above  referred  to). 

A  more  striking  instance  of  this  was  the  more  recent  Royal  Com¬ 
mission  case,  Colonial  Sugar  Refining  Company  v.  Brown.  The  Privy 
Council,  however,  went  quite  outside  the  scope  of  the  certificate,  and 
dealt  with  constitutional  matters  which  had  not  been  referred  to  it. 

After  reference  to  the  difficulty  in  appreciating  the  reas¬ 
ons  assigned  by  the  Committee,  Mr.  Hughes  continued  as  fol¬ 
lows: 

That  is  what  must  happen  when  a  tribunal  on  the  other  side  of  the 
world,  no  matter  how  eminent  and  experienced  its  members  may  be,  has 
cast  upon  it  the  duty  of  interpreting  a  complicated  constitutional  docu- 
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ment  with  the  history  and  principles  of  which  no  member  of  the  court, 
and  perhaps  no  counsel  practicing  before  the  court,  is  especially  familiar. 

The  cases  to  which  I  have  referred  illustrate  some  of  the 
handicaps  under  which  the  Privy  Council  operates,  hardships 
which  render  its  intervention  prejudicial  to  our  constitutional 
development. 


MINUTES  OF  THE  ANNUAL  BUSINESS  MEETING  OF 
THE  CANADIAN  POLITICAL  SCIENCE  ASSOCIA¬ 
TION,  HELD  IN  OTTAWA,  MAY  29,  1931 


The  annual  business  meeting  of  the  Canadian  Political 
Science  Association  was  held  in  the  Chateau  Laurier,  Ottawa, 
on  May  29,  1931,  at  9.00  a.m.,  with  Dr.  0.  D.  Skelton  in  the 
Chair. 

The  Secretary’s  interim  report  was  read  and  adopted. 

The  Chairman  presented  the  recommendations  of  the  Ex¬ 
ecutive  Council  that  the  composition  of  the  Association’s 
Executive  should  be  amended  by  increasing  the  number  of 
Vice-Presidents  to  four,  separating  the  functions  of  Secretary 
and  Treasurer,  appointing  an  Editor  of  Publications,  and  en¬ 
larging  the  Executive  Council  from  ten  to  fourteen. 

On  the  motion  of  Prof.  H.  A.  Innis,  seconded  by  Dr.  D.  A. 
MacGibbon,  Article  IV,  paragraph  (1)  of  the  Constitution  was 
amended  to  read  as  follows : 

The  officers  of  this  Association  shall  consist  of  a  President,  four 
Vice-Presidents,  a  Secretary,  a  Treasurer,  and  an  Editor  of  Publications, 
all  of  whom  shall  be  elected  annually,  and  of  an  Executive  Council,  con¬ 
sisting  ex-officio  of  the  officers  above  mentioned  and  of  fourteen  elected 
members,  whose  terms  of  office  shall  be  two  years,  except  that  of  those 
selected  at  the  first  election  seven  shall  serve  for  but  one  year.  The  re¬ 
tiring  President  shall  be  a  member  of  the  Executive  Council  for  two 
years  from  the  date  of  his  retirement. 

And  Article  V,  paragraphs  (1)  and  (2)  was  amended  to 
read  as  follows: 

The  President  of  the  Association  shall  preside  at  all  meetings  of 
the  Association  and  of  the  Executive  Council,  and  shall  perform  such 
other  duties  as  the  Executive  Council  may  assign  to  him.  In  his  ab¬ 
sence  his  duties  shall  devolve  successively  upon  the  Vice-Presidents  in 
the  order  of  their  election  and  upon  the  Secretary,  Treasurer,  and  Edi¬ 
tor. 

The  Secretary  shall  keep  the  records  of  the  Association,  and  the 
Treasurer  shall  receive  and  have  the  custody  of  the  funds  of  the  Associ¬ 
ation,  subject  to  the  rules  of  the  Executive  Council,  and  they  shall  per¬ 
form  such  other  duties  as  the  Executive  Council  may  assign  to  them. 
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On  the  motion  of  Prof.  W.  B.  Hurd,  seconded  by  Prof.  H. 

A.  Innis,  the  recommendation  of  the  Nominating  Committee 
was  adopted,  and  the  following  officers  declared  elected: 
President— S.  J.  McLean,  Board  of  Railway  Commissioners,  Ottawa. 
Vice-Presidents — A.  B.  Clark,  University  of  Manitoba,  Winnipeg. 

S.  B.  Leacock,  McGill  University,  Montreal. 

E.  Montpetit,  University  of  Montreal,  Montreal. 

E.  J.  Urwick,  University  of  Toronto,  Toronto. 

Secretary — S.  A.  Cudmore,  Dominion  Bureau  of  Statistics,  Ottawa. 
Treasurer — F.  A.  Knox,  Queen’s  University,  Kingston. 

Editor  of  Publications— C.  A.  Curtis,  Queen’s  University,  Kingston. 
Executive  Committee — F.  S.  Chalmers,  Financial  Post,  Toronto. 

H.  A.  Innis,  University  of  Toronto,  Toronto. 

H.  Laureys,  L’Ecole  des  Hautes  fitudes  Commerciales,  Montreal. 

B.  Leman,  Banque  Canadienne  Nationale,  Montreal. 

W.  R.  Maxwell,  Dalhousie  University,  Halifax. 

H.  Michell,  McMaster  University,  Hamilton. 

N.  W.  Rowell,  Toronto  General  Trusts  Corporation,  Toronto. 

O.  D.  Skelton,  Department  of  External  Affairs,  Ottawa. 

The  above  members  of  the  Executive  Committee,  includ¬ 
ing  Dr.  Skelton  the  retiring  president,  were  elected  for  a  term 
of  two  years.  The  following  members,  elected  in  1930  to  serve 
two  years,  complete  the  Executive  of  the  Association: 

H.  F.  Angus,  University  of  British  Columbia,  Vancouver. 

J.  W.  Dafoe,  Manitoba  Free  Press,  Winnipeg. 

G.  E.  Jackson,  University  of  Toronto,  Toronto. 

J.  E.  Lattimer,  Macdonald  College,  St.  Anne  de  Bellevue. 

D.  A.  MacGibbon,  Board  of  Grain  Commissioners,  Winnipeg. 
W.  A.  Mackintosh,  Queen’s  University,  Kingston. 

C.  E.  Neill,  Royal  Bank  of  Canada,  Montreal. 

A  statement  of  the  financial  position  of  the  Association 
was  read  by  the  Treasurer. 

Arrangements  for  the  next  annual  meeting  of  the  Associ¬ 
ation  were  entrusted  to  the  incoming  Executive. 

On  motion,  the  meeting  adjourned. 


REPORT  OF  THE  SECRETARY  OF  THE  CANADIAN 
POLITICAL  SCIENCE  ASSOCIATION  FOR  THE 
YEAR  ENDING  APRIL  30,  1931 


In  reporting  the  work  of  the  Association  for  the  past  year 
I  am  including  as  a  part  of  the  record  the  minutes  of  the  ex¬ 
ecutive  meeting  of  May  27,  1931. 

Minutes  of  the  meeting  of  the  Executive  Council : 

A  meeting  of  the  Executive  Council  of  the  Canadian  Political 
Science  Association  was  held  on  May  27,  1931,  at  9.00  p.m.,  at  the 
Country  Club,  Hull,  P.Q.,  with  Dr.  Skelton  presiding;  the  following 
members  of  the  Association  were  present:  R.  H.  Coats,  G.  E.  Jackson, 
F.  A.  Knox,  J.  E.  Lattimer,  W.  A.  Mackintosh,  N.  A.  Robertson,  and 
E.  J.  Urwick. 

The  chairman  reviewed  the  arrangements  for  the  annual  meeting 
and  the  changes  made  in  the  programme. 

The  Council  then  considered  the  composition  of  the  Executive 
and  decided  to  recommend  that  the  number  of  Vice-Presidents  be  in¬ 
creased  from  three  to  four,  that  the  duties  of  the  Secretary-Treasurer 
be  divided  between  a  Secretary  and  a  Treasurer,  that  an  Editor  of  Pub¬ 
lications  be  appointed,  and  that  the  Executive  Council  be  enlarged 
from  ten  to  fourteen. 

A  nomination  committee  was  appointed  to  present  its  report  to  the 
annual  business  meeting  on  May  29. 

The  Treasurer  presented  an  interim  financial  statement  and,  on 
motion  of  Mr.  Mackintosh  and  Mr.  Coats,  was  authorized  to  pay  the 
bills  incurred  on  the  Association’s  account. 

Mr.  Knox  informed  the  Council  of  the  steps  taken  to  secure  a  wide 
subscription  to  the  published  proceedings. 

The  President,  Secretary,  Treasurer,  Editor  and  Mr.  Mackintosh 
were  appointed  a  Committee  to  supervise  the  publication  of  Volume  III 
of  the  Proceedings  with  authority  to  determine  the  number  of  copies  to 
be  printed. 

The  time  and  place  of  the  next  annual  meeting  were  considered, 
and  Mr.  Jackson  suggested  that  it  be  held  in  Toronto  in  May,  1932. 
This  proposal  was  endorsed  by  the  members  present  and  referred  to  the 
incoming  executive  for  further  consideration  at  its  next  meeting  which, 
it  was  recommended,  should  take  place  in  Ottawa  in  November. 

On  motion,  the  meeting  adjourned. 
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The  Association  has  made  considerable  progress  during 
the  past  year  as  is  shown  by  the  increase  in  membership  and 
the  quality  of  the  programme  now  presented.  But  if  the  As¬ 
sociation  is  to  continue  and  prosper  the  membership  must  be 
further  increased,  and  the  annual  income  augmented  to  cover 
the  necessary  annual  expenditure,  the  main  item  in  which  is 
the  cost  of  the  publication  of  the  Proceedings.  The  cost  of 
publishing  the  1930  Proceedings  is  being  met  largely  out  of 
capital  rather  than  out  of  the  1930  income.  Each  member 
should  make  it  his  business  to  secure  other  interested  persons 
as  members,  in  order  to  make  the  Association  self-sustaining 
and  Dominion-wide. 

The  Association  has  sustained  a  severe  loss  in  the  death 
of  Dr.  Adam  Shortt,  its  first  president  on  its  formation  in 
1913  and  again  its  president  in  1929-30.  Dr.  Shortt  always 
showed  a  keen  interest  in  the  Association,  and  while  the  ne¬ 
cessities  of  the  public  service  required  his  presence  as  the  rep¬ 
resentative  of  Canada  at  the  Economic  Consultative  Commit¬ 
tee  of  the  League  of  Nations  last  May,  the  presidential  ad¬ 
dress  which  he  was  thus  prevented  from  delivering  appears 
in  the  recently  published  volume  of  Proceedings.  Even  when 
already  ill  Dr.  Shortt  maintained  his  interest  in  the  Associa¬ 
tion,  and  took  an  active  part  in  planning  the  programme  of 
the  present  meeting. 

In  conclusion,  the  Secretary  regrets  that  he  has  been  for 
some  time  unable  to  perform  the  duties  of  his  office  and  is  still 
prevented  from  attending  the  present  meeting.  He  desires  to 
thank  Mr.  N.  A.  Robertson,  of  the  Department  of  External 
Affairs,  on  whom  much  of  the  secretarial  work  has  fallen,  for 
the  assistance  which  has  been  so  generously  afforded.  Also, 
as  Chairman  of  the  Editorial  Committee,  he  wishes  to  thank 
Profesor  C.  A.  Curtis  of  Queen’s  University,  Kingston,  for 
his  kindness  in  taking  over  the  work  of  seeing  the  1930  Pro¬ 
ceedings  through  the  press. 

Respectfully  submitted, 

S.  A.  CUDMORE, 

Secretary. 


TREASURER’S  REPORT 


A  Statement  of  Income  and  Expenditure  for  the  year 
ended  April  30,  1931,  is  appended. 

The  membership  in  the  Association  rose  during  the  year 
to  one  hundred  and  twenty-two.  The  cash  balance  from  pre¬ 
vious  years  when  applied  to  the  current  deficit,  leaves  a  net 
deficit  of  one  hundred  and  five  dollars  and  sixty  cents.  This 
deficit  will  be  further  reduced  by  such  sales  of  the  publica¬ 
tions  of  the  Association  now  on  hand  as  may  be  made  in  the 
future.  As  practically  all  of  the  income  of  the  Association 
goes  to  defray  the  cost  of  printing  the  papers  given  at  the 
annual  meetings,  it  is  quite  clear  that  if  the  Association  is 
to  continue  the  publication  of  its  Proceedings  a  greatly  in¬ 
creased  membership  is  necessary. 


Statement  of  Income  and  Expenditures  for  the  year  ended 

April  30,  1931. 


Income 

122  membership  fees  - . $244.00 

Less  bank  exchange  -  2-75  $241.25 

Bank  interest  - — .  11.26 


$252.51 


Expenditures 

Expenses  of  Annual  Meeting, 

May,  1930: 

Chateau  Laurier,  Ottawa  -.-$  20.00 
Printing  of  Programmes  . .  65.01 


Expenses  of  Publication: 

Printing  of  600  copies  (300  bound)  — . $440.35 

Addressing,  mailing  and  postage  .  19.86 

Offprints  and  postage  - -  36-44 

Circulars,  etc.,  for  advertising  - -  75.44 


572.09 


Stationery  . — . 

Secretary’s  Expenses  .. 
Treasurer’s  Expenses 


32.33 

20.00 

1.85  $711.28 
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Total  Expenditures . . . $711.28 

Total  Income  _ _ _ 252.51 

Deficit  on  year  _ _ _  _ 

Cash  on  hand  to  be  used  to  meet  this  deficit; 

Cash  balance  from  1913  with  accumulated  bank 

interest  - $326.42* 

Cash  balance  from  1929-30  with  accumulated 

bank  interest  . . . . . . _ .  26.75 


Deficit . 


$458.77 


$353.17 

...$105.60 


*  The  amount  received  from  1913  was  reported  last  year  as  $349.97. 
This,  however,  included  $23.55  in  fees  for  the  year  1930-1  which  is  now 
included  in  the  income  from  fees  shown  in  the  Statement  of  Income  and 
Expenditures  above. 


F.  A.  Knox,  Treasurer. 


CONSTITUTION  OF  THE  CANADIAN  POLITICAL 
SCIENCE  ASSOCIATION 


Article  I — Name 

This  Association  shall  be  known  as  the  Canadian  Political 
Science  Association. 

Article  II — Object 

The  encouragement  of  the .  investigation  and  study  of 
Political,  Economic  and  Social  problems.  The  Association 
as  such  will  not  assume  a  partisan  position  upon  any  question 
of  practical  politics  nor  commit  its  members  to  any  position 
thereupon. 

Article  III — Membership 

Any  person  nominated  by  two  members  and  accepted  by 
the  Executive  Council  may  become  a  member  of  this  Associa¬ 
tion. 

There  shall  be  an  annual  membership  fee  of  two  dollars. 

By  a  single  payment  of  fifty  dollars  any  person  may  be¬ 
come  a  life  member,  exempt  from  annual  dues. 

Each  member  will  be  entitled  to  receive  a  copy  of  all  the 
publications  of  the  Association  issued  during  his  or  her  mem¬ 
bership. 

Article  IV — Officers 

The  officers  of  this  Association  shall  consist  of  a  Presi¬ 
dent,  four  Vice-Presidents,  a  Secretary,  a  Treasurer,  and  an 
Editor  of  Publications,  all  of  whom  shall  be  elected  annually, 
and  of  an  Executive  Council,  consisting  ex-officio  of  the  offi¬ 
cers  above  mentioned  and  of  fourteen  elected  members,  whose 
terms  of  office  shall  be  two  years,  except  that  of  those  selected 
at  the  first  election  seven  shall  serve  but  for  one  year.  The 
retiring  president  shall  be  a  member  of  the  Executive  Coun¬ 
cil  for  two  years  from  the  date  of  his  retirement. 


266  Canadian  Political  Science  Association 

All  officers  shall  be  nominated  by  a  Nomination  Commit¬ 
tee  composed  of  five  members  appointed  by  the  Executive 
Council,  except  that  the  only  officers  appointed  to  act  until  the 
holding  of  the  first  annual  meeting  shall  be  the  President,  Sec¬ 
retary  and  Treasurer,  and  the  officers  for  the  first  year  fol¬ 
lowing  the  first  annual  meeting  shall  be  nominated  by  a 
Committee  of  three  to  be  appointed  by  the  Chairman  of  the 
meeting  at  which  the  Constitution  is  adopted. 

All  officers  shall  be  elected  by  a  majority  vote  of  the 
members  of  the  Association  present  at  the  meeting  at  which 
the  elections  are  held. 

Article  V — Duties  of  Officers 

The  President  of  the  Association  shall  preside  at  all  meet¬ 
ings  of  the  Association  and  of  the  Executive  Council,  and  shall 
perform  such  other  duties  as  the  Executive  Council  may  assign 
to  him.  In  his  absence  his  duties  shall  devolve  successively 
upon  the  Vice-Presidents  in  the  order  of  their  election  and 
upon  the  Secretary,  Treasurer,  and  Editor. 

The  Secretary  shall  keep  the  records  of  the  Association, 
and  the  Treasurer  receive  and  have  the  custody  of  the  funds 
of  the  Association,  subject  to  the  rules  of  the  Executive  Coun¬ 
cil,  and  perform  such  other  duties  as  the  Executive  Council 
may  assign  to  them. 

The  Executive  Council  shall  have  charge  of  the  general 
interests  of  the  Association,  shall  call  regular  and  special 
meetings  of  the  Association,  appropriate  money,  appoint  Com¬ 
mittees  and  their  chairmen,  with  appropriate  powers,  and  in 
general  possess  the  governing  power  in  the  Association  except 
as  otherwise  specifically  provided  in  this  Constitution. 

The  Executive  Council  shall  have  the  power  to  fill  vacan¬ 
cies  in  its  membership  occasioned  by  death,  resignation,  or 
failure  to  elect,  such  appointees  to  hold  office  until  the  next 
annual  election  of  officers.  Five  members  shall  constitute  a 
quorum  of  the  Executive  Council,  and  a  majority  vote  of  those 
in  attendance  shall  control  its  decisions.  Ten  members  shall 
constitute  a  quorum  of  the  Association,  and  a  majority  vote 
of  those  members  in  attendance  shall  control  its  decisions. 
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Article  VI — Resolutions 

Any  proposed  resolution  to  which  objection  is  made  by 
any  members  shall  be  referred  to  the  Executive  Council  for 
its  consideration  before  submission  to  the  vote  of  the  Associa¬ 
tion. 

Article  VII — Amendments 

Amendments  to  this  Constitution  shall  be  proposed  by 
the  Executive  Council  and  adopted  by  a  majority  vote  of  the 
members  present  at  any  regular  or  special  meeting  of  the 
Association,  except  that  at  the  first  general  meeting  amend¬ 
ments  may  be  proposed  by  any  member  present. 
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